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Let’s Not Get Panic-stricken 
The Holding Company Act, in the opinion 
of the author, may not be so bad 
By ROGER W. BABSON 


, ! NHE other day I was discussing 
with David Sarnoff the future 
of radio. I had in mind the 

common stock of the Radio Corpo- 

ration of America. On asking Mr. 

Sarnoff what assets there are behind 

Radio common, he replied, “Our 

greatest asset lies in our ignorance of 

radio’s future.” He then went on to 
discuss the possibilities of television, 
short waves, and other laboratory ex- 
periments. It surely was a very in- 
teresting talk. He further stated that 
the time will probably come when the 
government will take over the com- 
munications business, but he has no 
fear for the radio industry as a whole. 

Instead of fighting the government, 

he believes in keeping one jump ahead 

of the government. The radio indus- 


try surely has no inferiority complex! 

When I later talked with the presi- 
dent of a large electric power com- 
pany, I got quite a different impres- 
sion about the electric power industry. 
The electric power people are so im- 
mersed in their present troubles that 
they fail to look at the future. Asa 
result, we in the electric power indus- 
try may justly be said to have an in- 
feriority complex. Yet is it not pos- 
sible for us to keep one jump ahead 
of the government as well as for the 
radio people? May our ignorance of 
future developments not be a real as- 
set for the common stockholders of 
our companies? I certainly feel so 
after talking with Dr. Whitney and 
his associates at Schenectady. _The 
possibilities of cheaper transmission, 
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lower cost production, and other de- 
velopments are astounding. Instead 
of worrying about what the govern- 
ment is going to do to us, may it not 
be well for the government to worry 
as to whether they can keep up with 
us? Common stockholders in utilities 
today are acting panic-stricken and as 
if no further new developments in the 
industry are ahead. 


M* Commonwealth & Southern 
friends are going around with 
great long faces and with tears 
streaming down their cheeks! They 
say: “We are the real goats of the 
industry. Not only will we suffer 
from the Public Utility Holding 
Company Act, but the TVA will 
swamp us with excess power. While 
the Roosevelt administration is re- 
stricting the production of wheat, 
corn, cotton, and hogs, to help real es- 
tate investors, it is flooding the mar- 
ket with excess electric power, to the 
ruination of public utility investors.” 

Perhaps so! 

On the other hand, the Holtzer- 
Cabot Electric Company, of Boston, 
is developing a fan 7 feet in diameter 
to install in one end of southern 
houses which, in a few years, may re- 
sult in a shortage of power in the 
Commonwealth & Southern territory. 
The entire expense of purchasing and 
‘installing such a fan is only about 
$200. Yet it gives the same effect 
throughout the house on a hot summer 
day as riding in an automobile with 
the windshield open or sitting on the 
deck of a swiftly moving ocean liner. 
I may yet lose my money, but I am 
still a bull on public utilities! 

Under the Public Utility Act passed 
last August most holding companies 


were required to register with the Se- 
curities and Exchange Commission 
by December 1, 1935. A few, such 
as the New England Power Associa- 
tion, registered, but the great bulk of 
companies refused to do so. I be- 
lieve that the Electric Bond & Share 
and two or three others were wise in 
refusing to register. It is up to some 
holding companies to test the consti- 
tutionality of this legislation. Nat- 
urally, I hope it will be declared un- 
constitutional, so that the present act 
will be substituted by a more just and 
constructive program. 


Howzves, when it comes to a dis- 
cussion of the attitude of those 
companies which do not have such a 
bona fide reason for refusing to regis- 
ter, and this includes the great bulk, I 
have a different opinion. I refer to 
the fact that so many of these con- 
cerns have followed like blind sheep 
and jumped the wall. In my judg- 
ment some companies, by refusing to 
register, have not taken into consid- 
eration the real good of all their stock- 
holders. Their executives are, of 
course, honest in their actions and are 
doing what they think is best. 

I believe, however, that the industry 
as a whole is making a great mistake. 
We are defying the law and thereby 
setting a bad example for labor, farm- 
ers, and other aggressive groups. We 
are living under a democracy—the 
oldest and largest democracy in the 
world. During the past few years 
other democracies have crumbled and 
fallen. We have seen great nations 
turn to communism and fascism be- 
cause some powerful group was not 
satisfied with the slow progress of 
democratic government. ; 
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We utility directors criticize direct 
resistance to law and order by com- 
munists or fascists. Are we there- 
fore justified in resisting law and or- 
der when it suits our convenience? 
Of course we are not! Hence, certain 
power companies may be making a 
great mistake in arbitrarily flouting an 
act passed by our duly elected repre- 
sentatives. I feel very strongly on 
this point for the act, by proper 
amendments, may become a real bene- 
fit to the security holders of certain 
companies. 


1 es many years I have been inti- 
mately connected with the utility 
industry. It is a splendid business 
and is constantly growing. There is 
nothing in sight to stop its growth 
so far as kilowatt-hour output is con- 
cerned. The only “flies in the oint- 
ment” are municipal ownership, pend- 
ing franchise expirations, and unfair 
rate reductions. Legitimate rate re- 
ductions need not now be feared as 
thus far they have resulted only in in- 
creased business. Unfair rate reduc- 
tions, of course, have been, and are 
still, a serious problem. 

All this means that those power 
companies which have the good will 
of their customers are making money. 
The only ones in trouble are those 
who are suffering from poor public 
relations or from unwieldy capitaliza- 
tions, especially in connection with 


bond issues of holding companies. 
The stocks of public utility companies 
operated by honest, farseeing men and 
free of troublesome franchise expira- 
tions, should still be wonderful invest- 
ments. Some such common stocks 
may double or quadruple in value dur- 
ing the next two or three years. 

Currency inflation, which means 
rising prices, could be severe on those 
utilities whose power is steam-gen- 
erated. Their costs would very likely 
rise more rapidly than would their 
rates. Such inflation, however, need 
not injure those utilities which gen- 
erate their electricity from water pow- 
er. Their production costs would not 
be much greater under a period of in- 
flation. Many people even believe 
that the stock of a good hydroelectric 
company is a good hedge against in- 
flation. 


HEREFORE, since the utilities have 

so many good points in their fa- 
vor, it seems too bad for their leaders 
to undermine in any way their greatest 
asset, namely, good will and public 
confidence. It is upon these two fun- 
damentals that continued proper rate 
structures and private ownership de- 
pend. It seems as if this confidence 
could be strengthened greatly by a 
general willingness to register under 
the new Holding Company Act. I 
especially emphasize this point in view 
of the pending Presidential campaign. 


e 


to do to us (the utilities), may it not be well for the gov- 


q “INSTEAD of worrying about what the government is going 


ernment to worry as to whether they can keep up with us? 
Common stockholders in utilities today are acting panic- 
stricken and as if no further new developments in the in- 
dustry are ahead.” 


165 





PUBLIC UTILITIES FORTNIGHTLY 


The SEC is still accepting registra- 
tions. 

If the act is declared constitutional, 
the power companies will find me 
strongly with them in working to 
get it amended. I am willing to go 
to Washington or anywhere else to 
fight for corrections in this act in 
order to give more equal justice to 
all concerned. I feel, however, that 
such amendments should come about 
through democratic means rather than 
through communistic or  fascistic 
methods. Defiance of law is not 
democracy, but anarchy. 

The American people are funda- 
mentally fair and honest. They can 
be led to any worthwhile goal if we 
have patience. The American people, 
however, cannot be driven. Some- 


times the slowest and most difficult 
path is the best in the long run. Be- 


lieving this to be true, the great New 
England Power Company has regis- 
tered with the Securities and Ex- 
change Commission and we New Eng- 
land people are proud of their action. 


HE chances are fifty-fifty that the 

act will be declared unconstitu- 
tional. If declared constitutional, the 
chances are ninety to ten that certain 
objectionable features will be removed 
or at least modified. On the other 
hand, viewing the act from its worst 
possible angle, it is not so bad as many 
represent it to be. The administration 
does not want to hurt investors in pub- 
lic utility holding company stocks. 
The adminstration realizes that the 
“death sentence,” as now set up, will 
give undue advantage to bondhold- 
ers and to preferred stockholders in 
holding companies, to the detriment 
of common stockholders. The admin- 


istration merely wishes to break up the 
present “uncontrollable and  un- 
fathomable control.” The law pro- 
vides how this can be done without 
harm to investors, provided the man- 
agements will sit around the table and 
cooperate in an unselfish manner. 


| a me illustrate by giving three 
ways by which the “death sen- 
tence” can be conformed to without 
harm to investors: 


1. Holding companies can swap 
entire properties, so that each holding 
company will have not more than two 
disconnected and separate units. If 
utility managements would spend 
more time in studying the game of 
chess and the game of checkers and 
less time with attorneys, the common 
stockholders, in my humble judgment, 
would be better off. There is noth- 
ing in the Holding Company Act to 
hurt the value of any operating com- 
pany. The act permits a holding 
company to continue to own two great 
integrated systems. The act puts no 
limit on the size of these systems. 
There is no reason why the different 
properties cannot be swapped, making 
dissolution unnecessary and at the 
same time carrying out the spirit of 
the law. 


2. Holding companies can continue 
to own 10 per cent of any number of 
companies. For instance, Electric 
Bond & Share owns only about 30 
per cent of one of its large subsidi- 
aries. It could sell 10 per cent to 
two other holding companies, thus 
leaving only 10 per cent with Electric 
Bond & Share, and the law would be 
observed. A group of public utility 
officials could sit around the table and 
carry out this program if they have 
the right spirit. The result would 
be that a holding company, instead of 
having 100 per cent of 10 companies, 
would have 10 per cent of 100 com- 
panies. This means that the holding 
company would automatically turn 
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The Death Sentence Proviso 


“7 FEAR that some of my utility friends have got so excited and 
disgusted in their reading of the new act that they have 
thrown it down and not read it wholly through. I say this because 
the act does not state that dissolution must take place on a certain 
date. Rather, the act states that if dissolution has not taken place 
by a certain date, the Securities and Exchange Commission can 
turn a property over to an equity court for dissolution under a 
program which will be equitable to all security holders.”’ 





into an investment trust, which is 
what the Roosevelt government would 
probably like to bring about. Under 
such conditions, no dissolution would 
be necessary, and the holding compa- 
ny could continue with bonds, pre- 
ferred stocks, and common stock out- 
standing. From an investor’s point 
of view, a holding company owning 
10 per cent of the stocks of 100 com- 
panies would have better diversifica- 
tion and be a better investment than 
when it owned 100 per cent of 10 
companies. 

3. Holding companies can continue 
with their present holdings provided 
they give up the voting control. This 
could be done very easily by turning 
the common stock into two classes of 
common stock—a Class “A” common 
which the public would hold, carrying 
voting privileges, and a Class “B” 
common which the holding company 
would retain, carrying no voting 
privileges. For instance, if the Unit- 
ed Corporation owns 30 per cent of 
the common stock of one of its sub- 


sidiaries, it could exchange this stock 
for a nonvoting Class “B” common 
stock. This would be perfectly satis- 
factory to the government; it would 
need to cause no loss to the stock- 
holders of the United Corporation ; 
and the subsidiaries might be just 
as well off. 


I FEAR that some of my utility 
friends have got so excited and 
disgusted in their reading of the new 
act that they have thrown it down and 
not read it wholly through. I say this 
because the act does not state that dis- 
solution must take place on a certain 


date. Rather, the act states that if 
dissolution has not taken place by a 
certain date, the Securities and Ex- 
change Commission can turn a proper- 
ty over to an equity court for dissolu- 
tion under a program which will be 
equitable to all security holders. 
Those of us who have had experience 
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with equity courts know that they are 
usually fair to all parties. Further- 
more, my experience has been that un- 
til all parties come to an agreement, 
the equity court usually refuses to act. 
This means that the day of dissolu- 
tion could easily be postponed several 
years, if no agreement could be 
reached in the meantime. 

One thing more: Investors should 
not forget that some day a Republican 
President will be governing this coun- 
try from the White House, backed up 
by a Republican Congress. Newton’s 
Law of Action and Reaction applies 
to politics just as truly as it does to 
physics and economics. There is a 
bare possibility that this change will 


come about in November of this year, 
but it seems inevitable that it will oc- 
cur in 1940. Then the conservatives 
of this country will have greater pow- 
er than they have ever had before. 

These mammoth legislative machines 
which President Roosevelt and his as- 
sociates have created for governing 
banking, Wall Street, the utilities, and 
even labor, will then be bodily turned 
over to the Republicans. This will 
give them greater centralized power 
than they ever dreamed of before or 
could ever have secured by them- 
selves! 

The old saying, “Patient waiters 
will be no losers,” surely applies to the 
public utilities today. 





A Challenge for Sane Regulation 


ce HE (death sentence) issue is in the courts. That is 
not the place, in my opinion, where it should be. 
Courts settle questions but they do not dispose of problems, 
and even if a court decision would forever remove the public 
utility question from public discussion, the nation must pass 
through a long travail of uncertainty and unemployment be- 
fore any final decision from the courts may be reasonably 
anticipated. Yet there is a way in which this utility problem 
can be solved quickly, effectively, and to the advantage of 
virtually every consumer of electric energy, every investor 
in public utility securities, and to both the immediate and 
ultimate benefit of the country. The time has arrived in the 
utility controversy for moderate, sober, patriotic men to call 
for this sane solution.” 
—WENDELL L. WILLKIE, 
President, The Commonwealth 
& Southern Corporation. 
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“Time to Retire?” 


A consideration of debt retirement provisions 
in public utility bond indentures 


By MERWIN H. WATERMAN 


“> to Retire!” We all re- 
member the picture; the 
sleepy small boy in pyjamas 
with a tire over one shoulder and a 
lighted candle in hand about to mount 
the stairs. Change that picture to a 
tired (if you will) utility executive 
with a bale of bond indentures on one 
shoulder and an income statement in 
his hand; call it “Time to Retire?’ 
and you have the problem considered 
in this article. The problem of debt 
retirement has not been much adver- 
tised as it relates to the utility indus- 
try, although some comment has been 
passed recently in the form of sug- 
gestions that the railroads might not 
now be in such financial straits had 
they been accustomed to financing un- 
der bond contracts containing periodic 
debt-retirement provisions. 

The question of the logic and rea- 
sonableness of including debt-retire- 
ment provisions in utility bond con- 
tracts is deserving of attention in view 
of the fact that, in recent years, sink- 
ing-fund and_ retirement-provision 
clauses of other sorts have become in- 


creasingly popular. Examination 
shows that, whereas such provisions 
were included:in only 28 per cent of 
the 1930 utility bond contracts, they 
appeared in 31 per cent of 1931’s of- 
ferings, 45 per cent of 1932’s, 46 per 
cent of 1933’s, 84 per cent of 1934’s, 
and 82 per cent of 1935’s.* Inci- 
dentally, this increase has been ac- 
companied by an increase in the use of 
mortgage bonds and a decrease in the 
relative amounts of holding company 
issues; hence, it cannot be said that 
the weakening of lien position with re- 
spect to earnings has created the need 
for the additional safeguards. 

Seeking a justification for this 
trend in utility bond contracts, one is 
immediately confronted with the pre- 
sumption that the investment market 
is demanding these retirement provi- 
sions under penalty of higher yields 
if they are omitted. Obviously, if 
such is the case, the utilities have little 
choice in the matter, for they cannot 
afford to pay higher costs in order to 


11935 figures relate only to those’ bonds 
offered publicly prior to October 17th. 
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avoid including retirement provisions. 
Perhaps the President of the United 
States also influenced matters when he 
recommended that utilities, as well as 
railroads, should provide for sys- 
tematic debt retirement through sink- 
ing funds.® 


Ww" due respect for the intelli- 
gence of the investment market 
as reflected in its offering prices, one 
is tempted to question the reasonable- 
ness of these demands as applied to the 
utility industry. There would seem 
to be a number of possible justifica- 
tions for the inclusion of systematic 
debt-retirement provisions in bond 
contracts. Obviously, if a business is 
a unit in a decadent or wasting-asset 
industry, all debt financing should be 
accompanied by an amortization pro- 
gram that would retire debt at least 
as fast as, if not faster than, the earn- 
ing assets disappear. Even if a busi- 
ness is in a static condition, neither 
expanding nor contracting, there 
would be a strong argument for debt 
retirement out of earnings, because 
profitable use of borrowed funds can- 
not long continue under such condi- 
tions. Static business is usually that 
which feels the full force of competi- 
tive elements, and, historically, a static 
condition has been the prelude to de- 
cadence. 

It is largely a matter of opinion 
whether the utility industry qualifies, 
under this reasoning, as a business 
whose debts should be .amortized 
rather than refunded and thus per- 


2The New York Journal of Commerce, 


January 10, 1934, reports: “The expressed 
hope of the President that from the standpoint 
of sound financing public utilities will set up 
some form of sinking funds, and he appeared 
to think that the tendency is actually that 
way. 


petuated. It should be recognized at 
the outset, by both issuers and inves- 
tors, that the real interest of the latter 
in the situation lies in the maintenance 
of value and earnings behind their 
bonds. 

The mere existence of physical as- 
sets does not necessarily insure earn- 


ing capacity. 


Fee ny existing political conditions, 
the need and demand for public 
utility services may not result in the 
earnings which, according to orthodox 
economic theory, are a necessary con- 
sequence of demand at a price higher 
than cost of production. At the pres- 
ent moment government activities, 
particularly those carried on in the 
names of taxation, production “yard- 
sticks,” conservation of natural re- 
sources, and holding company regula- 
tion, may lend some weight to the 
thought that perhaps the utility indus- 
try as a private business is decadent. 
Although it is difficult for a reason- 
ing person to believe that utility earn- 
ings, and thus property, will be de- 
stroyed either with or without “due 
process of law,” it may well be that 
sufficient pessimism pervades the mar- 
ket to make investors demand the ad- 
ditional protection that comes from 
contractual debt retirement. Of 
course, a further pessimistic influence 
confronts us in the form of railroad 
financial history; the economic condi- 
tions which have contributed to the 
financial embarrassments of the rail- 
roads have emphasized the dangers of 
perpetual debt when such debt is based 
on the false assumption that the mere 
fact of investment in public service in- 
dustries will guarantee a continuous 
profitable return. 
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_ conclusion that might be drawn 
from these considerations would 
necessarily have to be modified in the 
light of political tendencies. But, if 
we could assume the normal working 
of economic forces unhindered by de- 
structive governmental projects, the 
present outlook would not seem to call 
for contractual utility debt retirement 
as a protection against serious and 
permanent declines in earning power. 
As a matter of fact, the industry is 
just outgrowing its adolescent way- 
wardness and is still far from the 
weaknesses of senility. As yet we see 
no signs of market saturation, and the 
technical problems of production and 
distribution have been subjected to 
relatively satisfactory solution only 
within the last twenty years. The 
economic doom of the industry does 
not seem sufficiently probable to neces- 
sitate immediate anticipation in cap- 
ital contraction. 

Closely related to the rather long- 
run considerations involved in the dis- 
cussion of maintenance of value and 
earnings is the more immediate factor 
of the industry’s ability to carry debt 
obligations profitably and successfully 
through the ups and downs of reve- 
nues and earnings. In many, if not 
most, industrial companies, debt has 
been regarded as a more or less tem- 
porary expedient of capital raising. 
Both the market and the issuer have 
recognized the inherent business risks 


not only of long-run decadence but al- 
so of temporary inability to meet obli- 
gations as a result of cyclical declines 
in earnings. 


I" the presence of such risks, it 
would seem that contractual provi- 
sions for debt retirement are adequate- 
ly justified. On the other hand, utili- 
ties have traditionally enjoyed rela- 
tively stable earnings, and, in so far 
as this tradition is well founded, the 
element of business risk is reduced 
and the dangers of default due to 
temporary recessions are minimized. 
Even though the recent earning ex- 
periences of utility companies have 
reiterated the warning not to take this 
stability story too seriously, it is 
doubtful whether reasonably mar- 
gined debt issues of operating compa- 
nies need retirement provisions for 
protection against defaults caused by 
fluctuating earnings. For holding 
company bond issues, however, the 
danger of default from temporary 
lack of earnings may be a real one; 
how real will necessarily depend on the 
nature of the revenue characteristics 
of the issuing company. Those hold- 
ing companies which hold only com- 
mon stocks of subsidiaries whose bonds 
and preferred stocks are outstand- 
ing in the hands of the public are in a 
position analogeus to that of industri- 
al concerns where revenues react vio- 
lently to changes in business activity. 


e 


that utility earnings, and thus property, will be destroyed 


q “ALTHOUGH it is difficult for a reasoning person to believe 


either with or without ‘due process of law,’ it may well be 


that sufficient pessimism pervades the market to make 
investors demand the additional protection that comes 
from contractual debt retirement.” 
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Public utility holding companies 
with only such residual equities are 
faced with the typical utility business 
risk plus a financial risk measured by 
the extent of outstanding claims on 
operating earnings prior to their 
residual interests. Under such cir- 
cumstances, the financing of holding 
companies obviously should be most 
conservative in all respects, and, if 
debt contracts are used at all, the in- 
troduction of well-considered debt- 
retirement programs would constitute 
one element of conservatism. Cur- 
rently, there is again the political fac- 
tor aimed specifically at the disinte- 
gration of holding companies which 
introduces not an element of risk but 
an element of certainty to the effect 
that holding company debts ought to 
be retired by January 1, 1938. 


NOTHER situation in which sink- 
ing-fund provisions do have par- 
ticular value arises in the sale of rela- 
tively small bond issues which do not 
and cannot enjoy the market facili- 
ties available to those large issues of 
bonds which achieve listing privileges 
and active trading. Both individual 
and institutional investors are neces- 
sarily interested in the purchase of se- 
curities whose market price continu- 
ously reflects inherent values, and they 
fight shy of bonds whose lack of mar- 
‘ket advantages may result in difficul- 
ties of liquidation. To such issues, 
periodic sinking-fund purchases con- 
tribute an effective support; prices are 
kept up and liquidation opportunities 
are afforded. The retirement provi- 
sions may help to provide a market 
that would otherwise be nonexistent 
or dependent on sporadic over-the- 
counter trading. 


The effects of these considerations 
are reflected in the practical problems 
of utility financial management and 
the sale of utility bonds. It is obvious 
that debt-retirement clauses in the 
bond contracts of expanding compa- 
nies increase the need for new financ- 
ing and call for the sale of more bonds 
than would otherwise be necessary to 
maintain a given debt ratio. 

Even in more nearly static situa- 
tions, the limited utility earnings are 
often insufficient to provide for divi- 
dend payments and also for reduction 
of total debt; hence, resort must be 
had to the ancient practice of “bor- 
rowing from Peter to pay Paul.” 
Paul in some cases is a bank, some- 
times a parent company, but eventual- 
ly such temporary advances are again 
funded, usually as part of larger pro- 
grams of financial expansion. 


HERE are those who argue that 

including debt-retirement provi- 
sions in bond contracts is good for the 
soul. Utility managerial “souls” are 
forced by such provisions to give 
greater attention to debt than the mere 
payment of interest requires; for they 
must also worry periodically about re- 
payment of principal. If a given 
amount of equity trading is to be 
maintained, the contraction of particu- 
lar issues increases the frequency with 
which the management must go to the 
market and review its operations and 
finances before the investment banker, 
the Securities and Exchange Commis- 
sion, and the investor. 

It is further argued that periodic 
retirement eases the strain of maturi- 
ties. This is doubtless true in some 
cases, but instances to be cited later 
will indicate that the contribution in 
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Effect of Sound Management on Debt Contracts 


ae i a situation actually seems to justify permanent debt and 

the market can be persuaded to accept bonds without retire- 

ment provisions, a reputation for sound and honest management, 

coupled with ‘adequate maintenance’ provisions in the indenture, 

should suffice to create debt contracts that will be marketable 
on a favorable basis.” 





this respect is usually rather nominal. 

From the standpoint of internal fi- 
nancial management, the advantages 
seem more spiritual than practical, al- 
though acceptance of this view need 
not lead to the conclusion of “no jus- 
tification” because there may be cases 
in which the management can profit 
from spiritual guidance. 


ae practice of utility corpora- 
tions in connection with sinking- 
fund provisions is indicative of a wide 


variety of ideas on the subject. The 
extremes are represented by the Cleve- 
land Electric Illuminating Company’s 
$40,000,000 issue of July, 1935, 
which contained no provision for con- 
tractual periodic retirement, and the 
$10,000,000 issue of the Pacific 
Lighting Corporation in October 
which provided for specific annual 
contributions to a sinking fund. Sim- 
ilar in effect to the latter was the 
agreement of the Edison Electric Il- 
luminating Company of Boston to 
spend annually, beginning in 1941, an 
amount equal to 1 per cent of the 


company’s total debt on retirement by 
purchase or call of bonds from its re- 
cent $53,000,000 issue. As between 
these cases there is no doubt of in- 
tent; they do or they don’t. The 
Cleveland Company did not wish to tie 
itself to a promise of debt reduction 
and therefore made no such gesture to 
attract the market. That its position 
was sound in view of the circum- 
stances surrounding its properties 
and earnings may be indicated by the 
fact that the $40,000,000 issue was 
sold at a price to cost the company 
3.72 per cent—not a bad figure even 
in July’s favorable bond market. 
Without implying that the presence of 
retirement provisions caused the dif- 
ference, we may note that the Boston 
Edison financing cost 3.40 per cent. 

It is not apparent that there were 
any fundamental internal reasons for 
these differences, for both companies 
are reputable operating utilities with 
no economic factors indicating that 
the one should contract its debt while 
the other might indulge in perpetual 
indebtedness. No reason can be dis- 
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cerned why, beginning in 1941, the 
Boston Edison should either contract 
its capital by $530,000 per annum or 
increase its equity through investment 
of earnings in debt calls by the amount 
of $530,000 per annum. Certainly 
the Boston issue was not so small as to 
need the market support that would 
come from a 1 per cent purchase. 


the case of the Pacific Lighting 
Corporation the promise to retire 
annually $500,000 of its 10-year $10,- 
000,000 issue offered in October of 
this year does make a material con- 
tribution to relief of the maturity bur- 
den; 50 per cent of the debt will be 
taken care of during the life of the 
contract. Furthermore, the issuer is 
strictly a California holding company 
whose operating units are already 
quite well developed; hence, there are 
grounds for the belief that no large 
sums need be used for expansion with- 
in the next decade. The company will 
undoubtedly wish to remain intrastate 
in character to avoid the jurisdiction 
of the Holding Company Act, and, 
within the localities now served, large 
capital contributions by the parent 
company will probably not be needed. 

Of late this company has been pay- 
ing $3 per annum on its 1,608,631 
shares of common stock. The sink- 
ing-fund agreement literally says to 
‘ the stockholders that, in the future, 35 
cents per share of earnings must be 
devoted to debt retirement. Provid- 
ing the company’s corporate earnings 
continue at the current rate of $3.66 
per share (as of 1934), the $3 divi- 
dend payment may be maintained to- 
gether with the retirement distribution 
without causing a depletion of total 
capital; in fact, a balance of 31 cents 


4 


i 


per share will still remain under such 
conditions as a contribution to new in- 
vestment. 


| clear-cut in their purpose and 
workings are a number of other 
types of retirement provisions found 
in modern bond indentures. The com- 
mon characteristic of these contracts 
is their attempt to recognize the mar- 
ket’s apparent desire for increasing 
equity protection behind bond issues 
and at the same time to avoid the 
necessity of using the issuer’s funds 
for debt retirement. 

The mortgage bonds of the South- 
ern California Edison Company are 
“protected” by the provision that an 
amount equal to 3 per cent® of the 
company’s total debt must be deposit- 
ed annually in a special “Trust Fund,” 
which fund may be drawn on for re- 
placement of retired property, pur- 
chase of new property, or retirement 
of bonds. Obviously, the extent to 
which such a provision will increase 
the equity behind this issue will de- 
pend on the amount spent either on 
bond purchases or for the acquisition 
of new property not used as a basis 
for certification of additional bonds. 
The amounts spent for replacements 
can only tend to maintain the status 
quo with respect to the ratio of debt 
to assets. 

The new “first mortgage” inden- 
ture behind the bonds of the Consum- 
ers Power Company contains a similar 
provision to the effect that an amount 
equal to 1 per cent of total debt shall 
be deposited annually in a sinking 
fund; however, in this case, $125,000 
per year must be spent for debt retire- 


8 Recently raised from 2 per cent by sup- 
plemental indenture. 


74 





“TIME TO RETIRE?” 


ment and the balance of the 1 per cent 
may be spent for construction of “per- 
manent extensions, enlargements, or 
additions” or for debt retirement. 
There is greater assurance of equity 
increase in this contract, although at- 
tention should be called to the fact 
that one dollar used to retire debt re- 
sults in greater relative benefit to 
bondholders in terms of the asset- 
debt ratio than a dollar spent for new 
and unbondable assets.* 


F . wptcnigs contractual method appar- 
ently designed to effect only a con- 
tinuance of the status quo in the matter 
of debt-asset proportions is typified 
by that used in the indentures of all 
Standard Gas and Electric Company 
subsidiaries. The Duquesne Light 
Company’s $70,000,000 issue of July 
1935, is characteristic. The indenture 
provides for a so-called “Maintenance 
and Renewal Fund,” to which fund 
the company agrees to pay annually 
the amount, if any, by which 124 per 


2 debt 
# Ratio reduced by $1 debt retire- 
4 assets 
1 5 debt , ; 
ment = - = ratio, whereas ratio 
3 15 assets 


2 debt 


4 assets 
6 debt . 
ratio. 


15 assets 

515 per cent rate provided in issues of Wis- 
consin Public Service Corporation and San 
Diego Consolidated Gas and Electric Com- 
pany. 


2 
reduced by $1 asset addition = : = 
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cent ® of gross earnings exceeds the 
amounts spent for (a) “maintenance, 
repairs, renewals, or replacements,” 
(b) “net bondable expenditures,” * 
and (c) purchase of bonds secured by 
the indenture. The fund itself may 
be used at any time for any of these 
purposes. Quite obviously, only the 
use of funds for the last-named pur- 
pose could result in any material 
strengthening of the equity. If new 
assets are purchased and mortgaged 
up to the 75 per cent limit allowed, 
the asset-debt ratio will not be at all 
improved unless the debt was in excess 
of 75 per cent of assets to begin with. 
A further limit to the protective sig- 
nificance of these provisions lies in the 
fact that only the difference between 
124 per cent and the normal costs of 
maintenance and repairs will ever find 
its way into this fund. For the 
Duquesne Light Company it is found 
that the annual charges for mainte-— 
nance and repairs run 5 per cent or 
better of gross revenues, while depre- 
ciation charges are about 9 per cent 
of the same figure; in fact, it is com- 
mon in the gas and electric industry 
for the total of these two expenses to 
range in the neighborhood of 14 per 
cent of gross. Consequently, the 
amount available for debt retirement 
is confined to 124 per cent minus 5 
6 Some indentures, such as that of Northern 
States Power mpany, clearly state “net 


bondable expenditures not used as a basis for 
the issuance of bonds.” 


“THERE are those who argue that including debt-retirement 
provisions in bond contracts is good for the soul. Utility 
managerial ‘souls’ are forced by such provisions to give 
greater attention to debt than the mere payment of interest 
requires; for they must also worry periodically about re- 


payment of principal.” 
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per cent for maintenance—a maxi- 
mum of 7} per cent of gross, assum- 
ing no replacements, renewals, or ad- 
ditions. If depreciation charges rep- 
resenting annual losses of investment 
value are typically about 10 per cent 
of gross, it may be concluded that the 
expenditure of only 74 per cent for 
retirement of debt or maintenance of 
investment will not even maintain a 
given ratio of debt to assets, let alone 
improve that ratio. 


[. is further suggested that, from the 
investor’s standpoint, this method 
of protection may be not only inade- 
quate but also illogical. Decline in 
gross revenues is at once the signal 
for declining earnings and value and 
for a retardation in the rate of poten- 
tial retirement. The investor is thus 
confronted with the anomaly that, the 
better the earnings and more secure 
the debt, the faster the debt may be 
retired. Poor earnings and reduced 
values tend to perpetuate the debt. 
This situation is just the reverse of 
that encountered by the corporation, 
which finds to its advantage that the 
burdens of performance are automat- 
ically reduced as earnings fall off. 
From this great variety of treat- 
ments accorded the matter of debt re- 
tirement, it is difficult to draw gen- 
eralizations. But perhaps the safest 
‘and most reasonable conclusion may 
be to the effect that no generalizations 
are needed or fitted to the situation. 
As implied earlier in this article, eco- 
nomic reasoning tends to belittle the 
need of and use for contractual debt- 
retirement provisions. If such provi- 
sions are to be used, there is much to 
be said for the simplest forms of con- 
tract which provide that definite sums 


be spent periodically for retirement 
only ; these satisfy any market demand 
for sinking funds, and the burden 
may be budgeted accurately and defi- 
nitely by the issuer’s financial officials. 


[ a company is definitely faced with 
a condition that calls for capital 
contraction, it might be advisable to 
recognize this situation by reverting 
to the issuance of serial bonds, as did 
the Southern California Edison Com- 
pany in its recent issue of serial de- 
bentures. This company, with rather 
unique frankness, has committed itself 
to capital disbursements of $2,000,000 
and $3,000,000 per year until 1940— 
presumably in face of a declining need 
for capital. The serial maturities will 
be adequately covered by the amount 
of depreciation charges, but debt re- 
tirement will restrain the use of funds 
for maintenance of investment. 

Concerning the more complicated 
formulae for setting retirement and 
equity protection provisions, we stop 
with the observation that the formula 
has yet to be devised which is an ade- 
quate substitute for good management 
either as a protection to bondholders 
or as a profit-maker for stockholders. 
If a situation actually seems to justify 
permanent debt and the market can be 
persuaded to accept bonds without re- 
tirement provisions, a reputation for 
honest management, coupled with “ad- 
equate maintenance”’’ provisions in 
the indenture, should suffice to create 
debt contracts that will be marketable 
on a favorable basis. 

7 The indenture behind the recent issue of 
the Edison Electric Illuminating Company of 
Boston not only contains a promise of “ade- 
quate maintenance” of physical property but 
also requires certification of same by an in- 


dependent engineer with provision for cash 
deposit in the amount of any deficiency. 
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How to Shorten Rate Procedure 


Suggestions for a more expeditious, eco- 
nomical, and efficient method of handling 
cases before public service commissions 


THE author believes that while the method of conducting rate proceed- 
ings, which he proposes, may not entirely put an end to the law’s delay 
in the trial of commission cases, it will, if consistently followed, surely 
result in large savings of time and money to consumers and taxpayers. 


By CHESTER J. GERKIN | 


ost of us have read, or at least 
have heard of, the legend 


about the man who searched 
for treasures all over the world only 
to find them in his own back yard. 
There is more than a faint possibil- 
ity that some able students of utility 
regulation may be engaged in equally 
fruitless pursuits by their never-end- 
ing search for some alchemistic for- 
mula whereby a legally valid short-cut 
will be found for determining public 
utility rates. 

Few, who know much about the 
subject, will deny that rate regulation 
as presently practiced is extremely 
cumbersome, or that some way should 
be found to cut through the procedu- 
ral red tape that surrounds it. How- 
ever, it does not follow that the an- 
swer must necessarily be found in 
some new theory or radically different 
method of approach. After observ- 
ing a number of attempts to find an 
original fool-proof formula—attempts 


that failed before the scrutiny of the 
courts—it appears high time that we 
considered just how we might make 
better use of the accepted principles 
and tested tools of valuation that are 
already in our hands. If we look into 
our own backyard, so to speak, we 
may find a number of ways and means 
whereby the valuation process can be 
streamlined and operated along the 
lines that have received court approval 
but at a faster pace. 


HE strong indictments against, 

and steady stream of criticism of, 
the manner of presenting rate cases 
and the tactics frequently used in the 
trial of such cases will undoubtedly 
result in an improved procedure being 
adopted by regulatory bodies in the 
near future. 

The purpose of this article is to 
urge that the machinery we now have 
be so used as to make it workable, and 
obtain the desired results without so 
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great an expenditure of time, labor, 
and money as has gone into the fixing 
of rates in the past few years. The 
writer does not believe in depending 
upon mere accounting procedure or 
using formulas to obtain an answer 
that should be based upon facts, ex- 
perience, and sound judgment; and 
shares the view expressed by Profes- 
sor C. O. Ruggles in an article en- 
titled “Some Aspects of Public Utility 
Rate Making” in the summer 1935 
issue of Harvard Business Review’ 
that “we are bound to be disappointed 
if we stake our faith on simple auto- 
matic devices to cope with complex 
economic problems.” 

I am persuaded, however, that there 
is no real need for the elaborate engi- 
neering set-ups, voluminous exhibits, 
dissertations predicated upon theories 
advocated by the so-called “expert” 
rather than the sound practice of the 
industry, extended briefing of points 
which can have but slight effect upon 
the general result, etc., commonly 
found in rate case records. 


HERE are other classes of litiga- 

tion involving property values as 
great and presenting just as impor- 
tant and difficult legal questions upon 
which no business executive, lawyer, 
commissioner, or judge would think it 
necessary to spend years of time and 
hundreds of thousands of dollars to 
get decided. 

On March 1, 1934, the public utili- 
ties commission of Ohio adopted a 
Code of Rules “Governing the Pres- 
entation of Evidence in Formal Rate 
Cases before the Commission for the 
Expedition of Hearings and Disposi- 
tion of Such Cases.” The order recites 


1 Vol. 13, p. 417. 


that the commission, having regard 
for the great number of rate proceed- 
ings pending before it, the frequent 
prolixity of technical evidence and 
time consumed in the examination of 
witnesses, the burdensome cost that 
must be incurred if the trial of such 
cases be conducted as heretofore, and 
desiring to avoid the long delays ex- 
perienced and lessen the cost of such 
proceedings, adopts a code of rules 
prescribing the procedure to be fol- 
lowed in the future. 

The rules provide that the testi- 
mony of an expert witness shall be re- 
duced to writing and a copy thereof 
submitted to the commission and to 
the adverse party at least ten days be- 
fore the witness is called to testify, 
and that when called and sworn such 
testimony shall be made a part of the 
record as his evidence-in-chief. The 
testimony given on cross-examination 
must be attached to the exhibit con- 
taining the direct testimony. In lieu 
of oral cross-examination the same 
may be secured by written interroga- 
tories addressed to the witness and by 
him answered in writing. 


spp these rules appraisal reports 
must be prefaced by a summary 
sheet setting forth the valuation of 
each class of property separately and 
using the appropriate account number 
and title. 

When an appeal is taken from a 
rate ordinance the appellant (utility) 
must within ninety days thereafter 
present to the municipality for its ex- 
amination a complete inventory of the 
property used in rendering the service, 
unless for good cause the time is ex- 
tended by the commission. Within 
thirty days after the receipt of copy 
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of such inventory the opposite side 
shall indicate in writing its acquies- 
cence thereto or shall designate clear- 
ly the items upon which it disagrees, 
using the appropriate uniform ac- 
counting numbers. 

The case must be ready for trial by 
both sides within six months after fil- 
ing an appeal, or the filing of an ap- 
plication for increase in rates. 

On May 24, 1935, the department 
of public utilities of Arkansas adopted 
Rules of Practice and Procedure (ef- 
fective July 1, 1935) which provide 
that : 


RULE X. 


9. All inventories and appraisals present- 
ed as exhibits to the testimony of experts 
shall be in such form as shall meet with the 
approval of the department, and all parties 
intending to prepare and file with the de- 
partment inventories and appraisals should 
communicate with the department, which 
will furnish directions for the setting up 
of said inventory and appraisal. 

10. An expert witness on any subject 
shall reduce his testimony-in-chief to writ- 
ing and submit the same in narrative form, 
such statement to contain the qualifications 
of the witness, and when the testimony re- 
lates to more than one subject, exhibit, or 
table, each subject, exhibit, or table shall 
be definitely identified and referred to, and 
when testimony is given by the witness as 
to costs there shall be exhibited with such 
narrative statement a proper breakdown of 
the elements of such cost on each account, 
both as to quantities and units. There shall 
be prepared and filed with such narrative 
statement a brief table of contents of the 
evidence with proper reference to the page 
showing the subject, exhibit, or table of 

res. 

11. At least ten days before such witness 
is to be called a copy of such statement to- 
gether with all exhibits therein explained 
shall be submitted to opposite counsel and 


filed with the department, unless such ex- 
hibits have theretofore been submitted or 
filed. When the witness is called and 
sworn, such testimony so prepared shall be 
made a part of the record as his evidence- 
in-chief and he shall thereupon be subject 
to cross and redirect examinations. 


‘Toa pioneering action by the com- 
missions of Ohio and Arkansas is 
undoubtedly a long step in the right 
direction, but in my opinion their 
rules should be amended (supplement- 
ed) by providing for conferences to be 
held between valuation and accounting 
witnesses designated by the parties 
and the stipulation of all material 
facts that can be agreed upon. I sug- 
gest the addition of the following 
provisions to such Rules or Code of 
Practice: 


When appeal is filed from an ordi- 
nance of a municipality or application 
made for an increase in any rate, joint 
rate, toll, classification, charge, or 
rental, the appellant or applicant shall 
within ninety days thereafter present 
to the opposite side and file with the 
commission a complete inventory and 
appraisal of the property used and 
useful, unless for good cause this 
time is extended by the commission. 
Within ten days thereafter a valua- 
tion engineer and an accountant shall 
be selected by each of the parties to 
meet in conference for the purpose of 
agreeing as far as possible upon the 
inventory, the condition of the prop- 
erty, the unit prices to be applied 
wherever necessary, the actual cost, 
reproduction cust, and present value 
of the property, the working capital 
required, the company’s operating ex- 
penses and revenues for the fiscal 


e 


“THE strong indictments against, and steady stream of 
criticism of, the manner of presenting rate cases and the 
tactics frequently used in the trial of such cases will un- 
doubtedly result in an improved procedure being adopted 
by regulatory bodies in the near future.” 
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year prior to the date of proposed 
change in rates, estimated future 
earnings and expenses, and any other 
matters deemed material for the de- 
termination of the case. 


When such valuation engineers and 
accountants have conferred and 
agreed upon all the matters and things 
which it is found possible for them to 
agree, they shall submit to the com- 
mission and to the parties copy of 
their written memorandum of agree- 
ment duly signed by them. If there 
be any matters upon which they are 
unable to agree they shall likewise 
submit an itemized list thereof, to- 
gether with brief statement of their 
respective positions thereon. In these 
reports the appropriate uniform ac- 
counting numbers will be used. 

After the valuation engineers and 
accountants have submitted their re- 
port, counsel for the parties shall pre- 
pare appropriate stipulations embody- 
ing the facts agreed upon which shall 
be offered as the evidence of the par- 
ties on the particular matters dealt 
with. The stipulations shall be divid- 
ed into two classes; first, matters as 
to which there is entire agreement 
(upon the quantity or amount and the 
yardstick, rule, or principle to be ap- 
plied thereto) ; and second, matters as 
to which there is agreement regarding 
the facts but not as to the principle 
(accounting, engineering, legal, etc.) 
involved. 

In all cases where the municipality 
or consumers involved do not select 
an engineer and accountant to repre- 
sent it or them the commission (by 
consent of the parties) shall desig- 
nate a member of its engineering and 
accounting staff to participate in the 
conferences and agreements entered 
into. ‘ 

The case shall be made ready for 
hearing with all reasonable dispatch, 
and the commission shall fix the ear- 
liest practicable date for the hearing 
thereof. 


If either side, in the judgment of 
the commission, fails to use due dili- 


gence in the preparation for or in the 
conduct of the hearings, the commis- 
sion may after due investigation dis- 
miss or sustain the appeal, approve or 
disapprove the proposed rate, or take 
such other action as in its judgment 
may be appropriate. 


| iy order to meet the practical situa- 
tion that the members of the com- 
mission will frequently not have read 
the direct testimony (evidence-in- 
chief) of a witness called for cross- 
examination, and the common desire 
of a witness and counsel for the party 
calling him to make a good first im- 
pression (rather than upon taking the 
stand be immediately subjected to the 
merciless fire of the cross-examiner), 
the following provision might well be 
included : 


When such valuation or accounting 
witness is called and sworn he shall 
submit in narrative form a statement 
of his qualifications (academic educa- 
tion, business or professional experi- 
ence, employment, etc.). Such wit- 
ness shall also submit his direct testi- 
mony, so far as practical, in narrative 
form which may contain opinions, 
briefly stated, and without repetition. 
All such testimony shall be identified 
by the witness and may be the sub- 
ject of oral comment by him under 
the direction of counsel or members 
of the commission as to his sources 
of information, method, formula, or 
principle followed and such other ex- 
planation as will enable the commis- 
sion more readily to analyze and ap- 
ply his written testimony, all of 
which shall be made a part of the rec- 
ord as the direct evidence of such wit- 
ness. 


While engineering conferences have 
been held in a few cases and certain 
facts have been stipulated in others, 
there appears to have been no concert- 
ed or general movement to date to em- 
ploy such means for the reduction of 
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Rule of Thumb Rate Fixing 


66 HE result reached by the orthodox 


process of fixing rates has the decided 
merit of standing the judicial test when chal- 
lenged on the ground of being confiscatory. 
The use of arbitrary rule of thumb or un- 
usual methods in fixing the value of public 
utility property is just as undesirable as 
would be their use in valuing a ship, an 
office building, a farm, factory, or other 


kind of property.” 





the time, money, and effort expended high cost of regulation, refers to the 


in rate cases. 


New York Telephone and New York 


Edison rate cases and says: 


I* the company’s brief filed January 
31, 1935, with the public service 
commission of West Virginia in Case 
No. 2306, in Re Investigation of 


Tariffs, Rates, etc., for Electric Serv- 
ice, Potomac Light and Power Com- 
pany, Respondent, it was said: 


At the outset of the hearings on Decem- 
ber 7th a statement signed jointly by Mr. 
Elmes and Mr. Morris was incorporated 
into the Record (R. 470-483). The state- 


The former, which by 1929 had already 
dragged on for:nearly nine years of alter- 
nate commission proceeding and litigation, 
involved expenditures by the company alone 
totaling about $6,000,000, ultimately paid 
for by the consumers in rates. The latter, 
which enjoyed an almost equally long run 
in the theater of regulation, involved an ex- 
penditure of about $5,000,000 by the com- 
pany. 


oo under the caption “Re- 


ducing the Expense of Regula- 


ment set forth the results of the conferences tion” in the September 27, 1934, issue 


between these two gentlemen and disclosed 


that on many controversial issues they had of Pusitic Utiities FortNIGHTLY,* 


reached substantial agreements, thereby ma- 
terially narrowing the issues in the case. 


The trial of this case has been greatly 
facilitated as a result of the conferences be- 
tween the engineers and accountants and the 
stipulations between the commission and all 
parties with respect to the charges for inter- 
company sales of power and so-called joint 
subsidiary expenses. We feel that solely as 
a result of this codperation between the 
commission and its staff and the company 
several weeks of tedious and very expensive 
testimony has been avoided. 


In an article entitled “The Public 
Utility Issue” in the summer 1935 
issue of The Yale Review? Leland 
Olds, commenting on the extremely 


2 Vol. 24, p. 704 et seq. 
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Lawrence W. Lougee said: 


Public utilities and regulatory commis- 
sions alike seem to be agreed that some 
solution must be found whereby proper serv- 
ice rates may be quickly determined with- 
out resorting to expensive and long drawn- 
out litigation as is now the case. 

Under our existing system it is not un- 
usual to find a rate or capitalization case ex- 
tending over a period of several years be- 
fore the matter is finally concluded in the 
courts, and during that period the expenses 
incurred by the government and by the 
company may have run into many millions 
of dollars. 

It is submitted that such procedure could 
and should be remedied in a manner bene- 
ficial to all concerned. 


C. B. Cooke, Jr., said in an article 


3 Vol. 14, p. 406 et seq. 
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on “Why Rate Cases Cost Too Much” 
in the July 6, 1933, issue of PuBLic 
Urtiuities FortTNIGHTLY : * 


A review of the multitude of contests 
dragged through commissions and courts 
during two decades of regulation shows that 
some less costly way should be found to 
settle questions which come up when 
changes in rates are proposed. . . 

It used to be that ordinary rate cases 
would be disposed of after one or two weeks 
of formal hearing, because it was then pos- 
sible to keep the evidences in the case— 
pro and con—to points at issue which were 
relatively simple to understand and adjudi- 
cate. 

Possibly as much as 10 per cent of the 
voluminous records built up in typical cases 
is actually used or needed by public service 
commissions in reaching their judgments. 
The rest is dismal scenery for those who 
foot the bills (customers, public, and com- 
panies) as well as a monument to the forti- 
tude of commissions who have to sift out 
the claptrap to get at the facts. 


N an article on “Those Old-age Rate 


Cases” in the June 6, 1935, issue 
of Pusiic UTILitres ForRTNIGHTLY, 


former Mayor Murray Seasongood of 
Cincinnati observes that: 


one of the principal causes mak- 
ing for public ownership of utilities arises 
from the delay, expense, and unsatisfactory 
nature of commission proceedings. 

The publication of a comprehensive 
list of rate cases which were not dis- 
posed of within a reasonable time, to- 
gether with the amount of man hours 
and dollars spent thereon, will certain- 
ly surprise and doubtless shock think- 
ing people. Obviously, some means 
must and will soon be found to pre- 
‘vent the long delays and enormous 
cost of public utility rate cases (which 
reflect unfavorably upon the public 
service commissions, utilities, and mu- 
nicipalities or consumer organizations 
alike). 

Dr. John Bauer, who advocates a 
fixed rate base and other fundamental 
changes in our present practice of rate 


4Vol. 12, p. 16 et seq. 


determination, says in an article in 
the August, 1935, issue of the Nation- 
al Municipal Review *® under the head- 
ing “Supreme Court Limits Public 
Utility Valuations” : 


While, of course, under favorable cir- 
cumstances physical appraisal can be man- 
aged without the extreme elaboration, de- 
lays, and costs, that have been perpetrated 
in the past, under most circumstances they 
are not practically manageable and sendin 
defeat of regulation. 


. is submitted that the present fair 

value of any utility property can be 
ascertained in a comparatively short 
time by competent persons (of whom 
there are many in every state). Cer- 
tainly, no greater accuracy is required 
or closer approximation to the correct 
value needed in determining a rate 
base for use in fixing rates for a brief 
period than for agreeing upon the pur- 
chase price of the property or the 
amount to be paid for it in condemna- 
tion proceedings ; and prospective pur- 
chasers and courts hearing condemna- 
tion proceedings do not usually take 
long to determine what the property is 
worth. 

There is no mathematical certainty 
that the valuation fixed will be precise- 
ly accurate and the rates prescribed 
exactly what they would be on a par- 
ticular date by any known or practica- 
ble process ; but such perfect precision 
or fine exactness is not required in the 
utility or any other business. If those 
making property valuations (for 
whatever purpose) and determining 
just rates for service will base their 
findings on readily available material 
facts and not resort to untried methods 
and synthetic studies the margin of 
error will not be of practical impor- 
tance. 


5 Vol. 24, p. 440. 
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Since the Fifth Amendment to the 
Constitution of the United States pre- 
vents the Federal government from 
depriving any person of his property 
without due process of law, and the 
Fourteenth Amendment prevents the 
state governments from such action 
(and the latter amendment has been 
construed by our court of last resort 
to require the ascertainment of the 
value of the property used and useful 
in rendering a public service as of the 
time a regulation is attacked as the 
basis for determining whether any 
rate fixed by public authority results 
in confiscation), there appears to be 
no justification for pursuing make- 
shift alternative methods for arriving 
at just and reasonable rates (which 
do not have the approval of the Su- 
preme Court, the majority of the reg- 
ulatory bodies, utilities, or the pub- 
lic). 

i f has been settled law since the case 

of Smyth v. Ames was decided 
by the Supreme Court in 1898 that a 
public utility is entitled to a “fair re- 
turn upon the value of that which it 
employs for the public convenience.” 

The various schemes and sugges- 
tions of “rate planners” and critics of 
the system now approved by our high- 
est court can have no more than an 
academic interest to those actually en- 
gaged in the work of rate determina- 
tion. The rate base is one of the nec- 
essary factors in fixing rates for pub- 
lic utility service; and two of the 
criteria that have been used in deter- 
mining the rate base since public regu- 
lation began (the cost of the property 
when constructed, and its reproduc- 
tion cost less depreciation) will doubt- 
less continue to be used for a long time 
to come. 


The result reached by the orthodox 
process of fixing rates has the decided 
merit of standing the judicial test 
when challenged on the ground of 
being confiscatory. The use of ar- 
bitrary rule of thumb or unusual 
methods in fixing the value of public 
utility property is just as undesirable 
as would be their use in valuing a ship, 
an office building, a farm, factory, or 
other kind of property. As observed 
by the Supreme Court in the recent 
case of West v. Chesapeake & P. 
Teleph. Co. : ® 


To substitute for such factors as historical 
cost and cost of reproduction, a “translator” 
of dollar value obtained by the use of price 
trend indices, serves only to confuse the 
problem and to increase its difficulty, and 
may well lead to results anything but ac- 
curate and fair. 


HE writer makes no claim that 

the above suggested procedure is 
a new discovery or idea, a panacea for 
all rate case difficulties, or self-operat- 
ing ; but does recommend it as perhaps 
the most promising means of comply- 
ing with existing law and making the 
present regulatory machinery work. 
A system that requires years and an 
expenditure of money and labor out 
of all proportion to the result is not 
regulation in any proper sense. This 
proposed method of handling rate 
proceedings may not entirely put an 
end to the law’s delay in this large and 
increasing field of practice, but if con- 
scientiously followed it will surely re- 
sult in large savings of time and mon- 
ey to investors, consumers, and tax- 
payers. Something must soon be done 
to bring to the interminable delay and 
outrageous cost of rate litigation the 
simple and ordered guidance of com- 
mon sense. 


€ (1935) 295 U. S. 662, 671-672, 8 P.ULR. 
(N.S.) 433. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


C. E. Greenwoop 
Commercial Director, Edison 
Electric Institute. 


A. R. Cras 
Director of Housing, Public 
Works Administration. 


ArtHur E. Morcan 
Chairman, Tennessee Valley 
Authority. 


Tue Eprrors 
The New Republic. 


Jupce Wiii1am C. CoLEMAN 
Excerpt from opinion in first test 
case of the Holding Company Act. 


Water LipPMANN 
Political analyst. 


WENDELL L. WILLKIE 
President, The Commonwealth & 
Southern Corporation. 


Drew PEARSON AND 
Rosert S. ALLEN 
Columnists—“The Washington 
Merry-Go-Round.” 


Dantiet C. Roper 
Secretary of Commerce. 


—MONTAIGNE 


“The average small home five years from today will 
be using four to five times the electrical energy that 
is used today.” 

> 


“It is my sincere conviction that no low rental housing 
program can be wholly successful without extensive par- 
ticipation by private capital.” 


¥ 


“T believe there is scarcely anything that would stimu- 
late American business from New York to California 
as would cheap electricity.” 


¥ 
“Judge Coleman decided, after hearing the arguments 
of the counsel representing the companies, but not the 
argument of any government attorney, that the holding 
company law was unconstitutional.” 


“At the hearing and in their briefs, counsel for the 
government, as well as counsel for the Securities and 
Exchange Commission, stressed the five following points : 


> 
“What is the good of denouncing the despotisms of 
Europe if here at home we cultivate the idea that 
anything may be done which at the moment seems 
good to those who are in office? 


* 

“Unless we can reach a saner solution than that con- 
tained in the existing (Wheeler-Rayburn) legislation, we 
have failed miserably as a nation in the handling of the 
utility question oa 

- 

“Sharp competition between TVA and private utility 
companies—some of which are erecting ‘spite lines’— 
indicates there is not much hope in the utility camp 
that TVA will be thrown out by the Supreme Court.” 

we 

“The fundamental principles set forth in the National 
Industrial Recovery Act were substantially a codrdina- 
tion of the elements of previously enacted measures which 
had proved sound and progressive in the regulation of 
various phases of our industrial life.” 


184 





Ke 


What Is the SEC Going to Do 
to the Public Utilities? 


THE wide and all-inclusive powers to regulate holding companies con- 
ferred upon the Federal commission were limited by the proviso that 
their exercise must be “appropriate in the public interest and for the 
protection of investors,” indicating clearly, in the opinion of the author, 
that the orders of the regulatory body must not be indiscriminately 
destructive of the property rights of holders of utility securities. 


By J. A. LIVINGSTON 


nw Monday, August 26th, Presi- 
dent Roosevelt signed the Pub- 


lic Utility Act of 1935. The 
same day, he appointed John D. Ross, 
long a foe of the public utilities, to the 
Securities and Exchange Commission, 
which would administer the law. 
That was that. 

Two days later, North American 
Company directors met for dividend 
action; voted regular payments on 
both preferred and common shares— 
which put a new face on the entire 
public utility question. 

The new law specifically made it the 
duty of the SEC to order dissolution, 
reorganization, or simplification of 
holding companies as soon as practica- 
ble after January 1, 1938. But along 

Eprror’s Note.—While the Public Utility 
Act has been declared unconstitutional by the 
United States District Court of Maryland, the 
constitutional question will not be’settled, of 
course, until passed upon by the Supreme 
Court. The present article was written on 


the assumption that the law is a valid exercise 
of congressional power. 


comes North American, one of the 
larger holding units, paying dividends 
instead of getting ready to have its 
corporate head chopped off. 

The ritual for getting a corporate 
head chopped off is precise, fastidious, 
and formal. First it must get its 
house in order; second, it must hoard 
and conserve all assets for the im- 
bursement of creditors and bondhold- 
ers. Third, if anything is left, it may 
pay it out to stockholders. 

North American directors either 
were not going according to ritual, or 
they deemed it was not yet time to pre- 
pare for the block, else they would not 
have disbursed dividends. Lest there 
be any misunderstanding of the direc- 
tors’ attitude, J. F. Fogarty wrote to 
stockholders : 

These (North American’s) asset values 
represent honest, legitimate investments, and 
are entitled to, and we believe will receive, 
the protection of the courts against attempts 
to destroy them through punitive legislation. 


It was after consideration of these fa¢ts that 
the directors today declared the dividends 
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on the preferred and common stocks .. . 
notwithstanding the passage of the . 
Wheeler-Rayburn Bill. . . 


HIS was the signal for other divi- 
dends. The Public Utility Act 
of 1935, by North American’s action, 
was pigeonholed and evaluated. Man- 
agement was to go on as before. The 
clock was not to stop. The immedi- 
ate threat of a quasi receivership 
status for all utilities, just because dis- 
solution overhung, was dissipated. 
Utility executives were not to be “con- 
servators.” 
It was applying common sense to an 
issue which had become obfuscated by 
politics. Even the appointment of 


Mr. Ross was not as violently anti-in- 
vestor as the stock market seemed to 
think. Once Wall Street collected it- 
self, utility stocks stopped toboggan- 


ing. It needed only short reflection 
on what had happened after the origi- 
nal Securities Act was passed to rein- 
state a modicum of cheer. Woe were 
the tidings when the securities law 
was signed. Stock Exchange seats 
sold at new low prices. Men who 
had been in the brokerage business all 
their lives considered the simple joys 
of farming as a mode of life. Yet, 
once the SEC began functioning, not- 
withstanding the menacing presence 
of Senate investigator Ferdinand Pe- 
cora (now duly rewarded with a New 
“York state supreme court justice- 
ship), the law took on a new com- 
plexion. 

The SEC was modest ‘in its de- 
mands. It codperated with the vari- 
ous stock exchanges. Trading picked 
up in volume. The commission be- 
came duly considerate of the rights of 
investors to have a free and open mar- 
ket. As chairman of the commission, 


Joseph P. Kennedy made friends. At 
first bewildered and belligerent, Wall 
Street quickly changed its tone. Af- 
ter a while expressions such as “Joe 
Kennedy is not such a bad sort” went 
the rounds. And in September, when 
Mr. Kennedy resigned his post, the 
financial district felt sincere regret, 
which quickly became apprehension. 
What would his successor, James M. 
Landis, do to the utilities? 


(ee has given Mr. Landis lots 
of scope. So much scope in fact 
that the law has been held uncon- 
stitutional in the District Federal 
court. Possibly it is. But to debate 
what the Supreme Court will do 
is profitless. The decision will come 
in due time and to conjecture what 
that decision will be is lese majeste. 
Until the opinion is rendered, the law 
stands. That is the premise Mr. 
Landis and his confreres will go on; 
that is the premise we must accept. 
Now, Congress, although it capitu- 
lated to the President’s behest, was 
not unmindful of the rights of inves- 
tors. Simultaneous with conferring 
on the SEC wide and all-inclusive 
powers to regulate holding companies, 
the lawmakers inserted the phrase 
“appropriate in the public interest and 
for the protection of investors,” in- 
dicating clearly that orders of the reg- 
ulating body must not be indiscrimin- 
ately destructive of the property rights 
of holders of utility securities. 
Nevertheless, the utility investor 
today is ina ticklish spot. He is being 
squeezed between (1) Congress’ de- 
sire to redress a wrong, and between 
(2) the men who committed the 
wrongs Congress is trying to redress. 
That is an elaborate but precise way 


186 





WHAT IS THE SEC GOING TO DO TO THE UTILITIES 


of saying that the investor, under the 
law, may be made to suffer for the 
malpractices and abuses of bad man- 
agements of discredited holding com- 
panies. 

In its attempt to correct abuses, the 
utility act promises to slaughter the 
innocents. This is its weakness. 
That is what the Securities & Ex- 
change Commission undoubtedly will 
guard against. That is probably what 
Congress had in mind when it in- 
serted the phrase “for the protection 
of investors.” 


Wwe utility investors purchased 
securities, they acted in good 
faith. They expected utility manage- 
ments to perform their functions 
properly. They were not parties to 
abuses, when abuses cropped out; and 
in many cases, the location of voting 
control in management effectively 
forestalled any collective owner action. 
Thus, investors were powerless, even 
if they wanted to remedy mistakes of 
management. 

Yet, Congress comes along and in 
effect says: Holding companies are 
bad. We must get rid of second-de- 
gree companies. Here is a law to do 
it. 

But it is one thing to legislate a pub- 
lic utility out of existence; it is an- 
other thing to put it out of existence. 
That is why Congress hedged the law 
with if’s, and’s, and but’s; that is the 


e 


reason for the phrase about protecting 
the investor ; that accounts for the en- 
dowment of discretionary authority 
on the SEC. 

When it comes down to actually 
dissolving or simplifying a holding 
company there is every moral and eco- 
nomic reason to believe that Mr. 
Landis, Mr. Ross, et al., will consider 
the investor, regardless of precon- 
ceived notions on the proper methods 
of operating utilities—whether pri- 
vately or publicly—and regardless of 
how the commission and the individ- 
ual members of the commission feel 
toward particular managements and 
particular holding companies. 


I’ the law stands the test of con- 
stitutionality before the Supreme 
Court, many changes will take effect. 
There is the matter of voting pow- 
er. The commission is given a man- 
date to see that “voting power” is 
“fairly and equitably distributed 
among the holders of securities” of 
holding companies. Which is a good 
thing, The centralization of control 
by artificial voting devices has made it 
impossible for security holders to as- 
sert their rights; to represent their 
relative interests in electing manage- 
ments, in passing on proposals relat- 
ing to mergers, acquisitions, or 
changes in capital structures. That, 
if properly carried out, will eliminate 
fictional control and will place the con- 


“WHEN it comes down to actually dissolving or simplifying 
q a holding company there is every moral and economic 
reason to believe that Mr. Landis, Mr. Ross, et al., will 
consider the investor, regardless of preconceived notions 
on the proper methods of operating utilities—whether pri- 


”? 


vately or publicly— 
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trol where it belongs—among the ma- 
jority owners of the enterprise. 


HEN there is the matter of serv- 

ice companies. They must be 
mutual and they must perform for op- 
erating companies without profit. Al- 
ready some companies are complying 
with the “mutual” requirement. For 
several years, Commonwealth & 
Southern Corporation’s service com- 
pany has been owned by the operating 
subsidiaries and fees have been paid to 
the service company based on volume 
of business done by the operating com- 
panies. In this way, earnings of the 
service company were returned to the 
operating units. Engineers Public 
Service has a similar arrangement; 
and Standard Gas & Electric, in order 
to meet the spirit of the new law, has 
sold its ownership of the stock of the 
Byllesby Engineering and Manage- 
ment Corporation to its operating sub- 
sidiaries—making Byllesby E. & M. a 
mutual service enterprise. 

But it has been the custom of serv- 
ice companies to perform for operat- 
ing units on a cost plus basis. In the 
past profits have been made. Now 
these services must be rendered at 
cost. This means that the consumer 
gets the full benefit of any savings re- 
sulting from a centralized and codrdi- 
nated engineering, management, and 
‘supervisory unit. It deprives the in- 
vestor of any profit which might inure 
as the result of performance of these 
functions by a_ service - company 
cheaper then they could be rendered 
by an independent agency. 

In the case of a mutual company, 
that profit was redistributed among 
the operating units; in the case of a 
service company owned by a top-hold- 


ing company, that profit went directly 
to the stockholders of the holding 
company. Now, all such profits are 
“out.” To some extent, it reduces the 
incentive to have centralized service 
companies. But it is not likely that 
they will be abandoned. Even in the 
case of Electric Bond and Share, 
which would have greater reason for 
doing away with its managerial func- 
tions, it is probable that the parent 
company will continue to perform en- 
gineering and supervisory work for 
its associated companies. 


|” Semcon Bond and Share owns the 
stocks of a group of holding 
companies—National Power & Light, 
Electric Power & Light, American 
Power & Light, and American & For- 
eign Power. It is to the parent com- 
pany’s interest to see that the engi- 
neering work done by those companies 
is of the best; also the cheapest. Rea- 
son: it means that Electric Bond and 
Share’s investment will be better pro- 
tected and more profitable. Thus, 
even though the parent company de- 
rives no direct income from perform- 
ing services at cost for its associated 
enterprises, it derives indirect profit 
by seeing that services are rendered 
cheaply and efficiently. The profit 
will come in the form of dividends 
paid by the associated companies on 
the stocks Electric Bond and Share 
owns. 

Even the requirement regarding the 
elimination of intermediate holding 
companies is not so difficult, by and 
large. Some companies will have to 
tug and strain to unscramble them- 
selves. But on an overall basis, it is 
probable that leading holding compa- 
nies will be able to make adjustments 
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Ownership of Diversified Properties 


oe I puss managements ought to be able to make out a strong 


case for the ownership of diversified properties: 


First, 


because interconnections afford an interchange of power between 

peak load periods, thus reducing cost to consumers; second, be- 

cause diversification tends to produce stability in overall earnings, 

thus enabling low-cost financing and the extension of loans to 
subsidiaries at reasonable rates.” 





satisfactory to the SEC, providing the 
commission exercises a modicum of 
discretion. 

The real problem under the law is 
geographical. Holding companies 
spread out all over the map. None of 
the large ones is geographically inte- 
grated (possible exceptions: United 
Gas Improvement and Niagara Hud- 
son Power) nor can any qualify as be- 
ing geographically contiguous. That 
is because holding companies, primari- 
ly, were formed with geographical di- 
versification as a definite purpose. 
Such combination operating and hold- 
ing enterprises as Public Service of 
New Jersey, Consolidated Gas of New 
York, and the like are primarily op- 
erating companies, not holding com- 
panies. Their holding company func- 
tions were derived from their operat- 
ing functions. 


I the SEC intends to be literal in its 
geography, then most holding com- 
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panies will have to drop important op- 
erating subsidiaries. The suggestion 
has been made that utility executives 
could sit around a table and swap 
properties. Thus, Commonwealth & 
Southern might exchange one of its 
northern properties for one of Na- 
tional Power & Light’s southern prop- 
erties. That sounds simple; actually 
it is extremely difficult. Possibly such 
a barter procedure may take place; 
probably it will not. Managements 
will have a hard time proceeding on a 
quid pro quo. Moreover, if the SEC 
interprets liberally the phrase “eco- 
nomically necessary,” the barter of 
properties will be superfluous. 

Utility managements ought to be 
able to make out a strong case for the 
ownership of diversified properties: 
First, because interconnections afford 
an interchange of power between peak 
load periods, thus reducing cost to 
consumers; second, because diversifi- 
cation tends to produce stability in 
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overall earnings, thus enabling low- 
cost financing and the extension of 
loans to subsidiaries at reasonable 
rates. It all adds up to consumer pro- 
tection as well as investor protection. 
And it is nothing new. It is the time- 
old argument in favor of the holding 
company. 

But suppose the SEC wants to be 
strict. Suppose the regulating body 
decides on a narrow interpretation 
of “geographically contiguous” and 
“economically necessary.” Even then, 
all is not lost. Simply because holding 
companies are complex. They cannot 
be simplified because Congress orders 
them simplified, unless not without se- 
rious impairment of investors’ equities. 


Fyne all, holding companies own 
securities. These securities are 
the bonds, preferred stocks, and com- 
mon stocks of operating companies. 
They represent, in effect, the earnings 
of those operating companies. No 
matter what happens under the law, 
those earnings will remain. President 
Roosevelt has said and resaid that he 
has no intention of injuring operating 
companies. And the law, in so far as 
it affects holding companies per se, 
leaves operating companies’ earnings 
intact. 

So then, this is the situation: 
Holding companies own securities; 
' these securities represent the earnings 
of operating companies; nothing is to 
be done to impair or eliminate the 
earnings of these operating compa- 
nies. 

Well, then, what is to be done with 
those earnings? Who is to get them? 

The questions are rhetorical. Ob- 
viously, the investors in the holding 
companies are to get them. Because 


the holding companies own the operat- 
ing company securities. And how are 
they to get them? Presumably, in 
the way they are entitled to get them. 
First, the holding company debenture 
holders will get theirs, in the propor- 
tion duly assigned ; then the preferred 
stockholder; then the common stock- 
holders. 

A definite set of rights, priorities, 
and privileges has already been estab- 
lished by indentures, by stock provi- 
sions, by state charters. The SEC 
cannot very well upset those rights, 
priorities, and privileges. They exist. 
Therefore, it is incumbent on the SEC 
to take the operating company earn- 
ings and distribute them among the 
respective security holders in the hold- 
ing companies according to their re- 
spective claims. 


“Perce rer devices to achieve 
that objective may be invented— 
if the SEC insists that holding com- 


panies cease to function. There may 
be beneficial trustees, receivers, and so 
on. But in the end, the result will be 
the same. The earnings of the operat- 
ing companies will go to the bond- 
holders, preferred stockholders, and 
common stockholders of the holding 
companies in their stipulated order 
and their stipulated proportion. 

In the long run, the SEC is likely to 
discover that once a set of rights and 
privileges has been established, it is 
not possible to disestablish them by 
fiat without injustice to one group or 
another. Ultimately, the SEC may be 
forced to permit holding companies to 
exist, but instead of calling them hold- 
ing companies, they may be termed 
“beneficial interest utility companies,” 
or some such euphonious description. 
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A holding company by any other name 
will still be a holding company. And 
that is the inescapable discovery that 
must be made, once one analyzes the 
inevitable consequences of the law. 

There are earnings. They must be 
distributed; and they must be dis- 
tributed according to a prearranged 
scheme. Concededly, the scheme may 
have been haphazard. But there it is! 
All set up—inseparable like the ingre- 
dients of a highball. 

The commission, conceivably, could 
disregard the terms of indentures and 
stock provisions, but it is doubtful 
whether any court would approve 
such a course. The rules of equity 
would interpose. 

Holding company investors would 
say in effect: “You can’t do that to 
us,” and the courts, if past perform- 
ance is a guide, would affirm: “No, 
you cannot do that to them.” 

That, however, is looking far 
ahead. There are two years before 
January 1, 1938, when the dissolu- 
tion-simplification mandate takes ef- 
fect. Anything can happen in that 
time: the law has already been de- 
clared unconstitutional in a lower 
Federal court; a decision from the 
Supreme Court may affirm the lower 
court’s ruling; there may be a change 
of tack by the administration ; or there 
may be a new administration. Then, 
even after January 1, 1938, the com- 
mission has the power to accord one 
or two years of grace to holding 
companies to carry out orders. Thus, 


four years could elapse before any 
company is ordered to the chopping 
block. 


HEN, there is one more point. 
Section 23 of Title I requires the 
commission to submit annually a re- 
port to Congress with “recommenda- 
tions for further legislation 
as it may find advisable.” 

Once the commission gets down to 
brass tacks and starts figuring how it 
will distribute earnings of the operat- 
ing companies—earnings which go 
first to the holding companies as the 
owners of operating company securi- 
ties and then to the owners of the 
holding company securities—it will 
discover just how fiendish its job real- 
ly is. Not until the commission gets 
into this problem will its depth be real- 
ized. After that, it will be interesting 
to see what type of report the SEC 
makes to Congress. 

It is not at all inconceivable that the 
commission will report “most respect- 
fully” that the law it has been ordered 
to adininister even if sustained by the 
Supreme Court is unworkable, simply 
because it is impossible to distribute 
equitably holding company income 
(from operating companies) and at 
the same time dissolve the holding 
company. After all, the holding com- 
pany is the framework—the measur- 
ing rod, the institution—by which 
those earnings are proportionately al- 
located by preéstablished rules and 
stipulations. 





To Appear in the Next Issue of This Magazine 
In Pouitics ALL THE TIME 
By Herbert Corey 


THe Sworp over THE Utitiry Hoitpinc ComMpPANIEs 
By Albert C. Muhse 
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Financial News 


Utility Stocks Gain as 
Earnings Improve 


HE Supreme Court’s AAA deci- 

sion and the expectation of a TVA 
decision next week have resulted in re- 
newed activity and strength in utility 
common stocks. But regardless of the 
outcome of the TVA case or any dis- 
appointing delays in routing the Utili- 
ties Act to the Supreme Court, No- 
vember earnings statements seem to ful- 
ly justify the interest in utility equities. 
The “leverage” and growth factors, 
which made utilities one of the most 
popular stock groups in 1929, are again 
working strongly in the investor’s favor. 
Rapid earnings’ growth usually results 
not merely in a corresponding increase 
in price, but also an additional gain due 
to the fact that buyers of equities are 
willing to pay a higher multiple of 
earnings—1. e., the price-earnings ratio 


gains as the earnings advance, provided: 


the gain is not due to temporary non- 
recurring factors. Some of the reports 
for leading companies covering the 
twelve months ended November 30th 
are as follows: 

Commonwealth & Southern Corpora- 
tion earned $6.03 per share on the $6 
preferred stock compared with $5.49 a 
share in the preceding year. This was 
the first time in two years that the full 
preferred dividend was earned. Depre- 
ciation amounted to $10,398,770 com- 
pared with $9,724,493 in the previous 
year. The company has recently been 
paying a current rate of $3 per annum 


and 
Comment 


By OWEN ELY 


on the $6 preferred, but arrears amount 
to only about $3. 

Consolidated Gas, Electric Light & 
Power Co. of Baltimore reported $4.33 
per share on the common stock against 
$4.05 a year ago. American Power & 
Light earned $4.23 a share on the pre- 
ferred stock against $2.07 ; in the three 
months ended November 20th $1.19 was 
reported, compared with 67 cents. 

Electric Power & Light earned $1.15 
per share on its two preferred stocks, 
compared with a loss equivalent to 44 
cents last year. United Gas Corp., its 
affiliate, earned $2.04 on the second pre- 
ferred stock compared with $1.08 in the 
previous year; for the quarter ended 
November 30th fet income showed a 
gain of about 150 per cent over last 
year. 

Engineers Public Service Co. and 
subsidiaries reported $1,443,406 avail- 
able for parent-company preferred divi- 
dend requirements of $2,323,537 against 
$972,090 in the previous year, a gain of 
about 48 per cent over last year. 


* 


Progress in the 
Communications Industry 


Wa Union’s striking financial 
“comeback” in 1935 seems due 
not merely to the general recovery of 
business, but to the progressiveness of 
the management in sales promotion, en- 
gineering research, etc. For example, 
the adoption of low flat rates for birth- 
day and holiday messages and travelers’ 
greetings has resulted in a rapid increase 
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FINANCIAL NEWS AND COMMENT 


in this class of business. The company 
has now begun the sale of American Ex- 
press money orders throughout the 
United States, and under a reciprocal 
arrangement American Express offices 
will act as branches of Western Union 
in the sale of telegrams, cablegrams, and 
telegraphic money orders. 

In November the company placed in 
operation for regular service the first 
facsimile telegraph circuit, between 
Buffalo and New York. The service 
is first used as an additional means of 
transmitting overnight telegrams but is 
expected to be extended later to trans- 
mitting drawings, handwriting, tabula- 
tions, etc. 

Direct cable service between Wash- 
ington and London was inaugurated 
May Ist and a similar hook-up of land 
and ocean lines facilitated handling the 
large volume of news at the time of the 
Silver Jubilee in London. In one in- 
stance a story passed directly from Lon- 
don over the wires of Associated Press 
member newspapers throughout the 
United States. 

Another technical gain during the 
year was the development by Western 
Union engineers of a portable carrier- 
current system which can be installed on 
a telegraph line in ten minutes, provid- 
ing an extra, 2-way circuit for emergen- 
cy use. The company had already de- 
veloped a nonportable 8-channel 2-way 
system so that 24 messages can be sent 
simultaneously over one pair of wires. 


ut Western Union must continue 

these progressive policies, if it is 
to protect itself from the gradual en- 
croachments of new communications 
methods being developed by other com- 
panies. Last year Radio Corporation of 
America, according to President Sar- 
noff, added five cities to those previously 
served by its intercity radio telegraph 
service, bringing the number to twelve. 
“Time division multiplex transmission” 
was inaugurated between New York 
and San Francisco. This system per- 
mits carrying three separate radio mes- 
sages simultaneously over a single radio 
circuit. An ultra-high frequency radio 


circuit between New York and Philadel- 
phia was _——_ in experimental opera- 
tion in December and Mr. Sarnoff 
seems hopeful that the method will 
eventually supplant the dot-dash tele- 
graph system for transmitting words. 

In the foreign field Radio did not add 
any new circuits to its international 
radio-telegraph system (which includes 
57 direct radio circuits linking the Unit- 
ed States and 45 foreign countries), but 
the company installed a “concentrator” 
by which one central office operator can 
intercept and route radio signals from 
twenty or more different countries, 
much as a telephone operator provides 
switching service. This device is ex- 
pected to facilitate traffic to South 
America. The radio facsimile service 
for sending transoceanic pictures or 
other matter gained 32 per cent during 
the year, and various improvements in 
this service were installed. 

Western Union is also affected some- 
what by American Telephone and Tele- 
graph Company’s continued promotion 
of its teletypewriter service and has ap- 
pealed to the Federal Communications 
Commission for protection against what 
it considers unfair competition. The 
FCC has denied the telephone compa- 
ny’s application for postponement to 
next yecr of the effective date of a 
minimum guaranty of $30 a month in 
tolls for each installation. The commis- 
sion found that in April, 1935, over half 
of all installations yielded revenues of 
less than $30 a month. 


* 
West Penn Power Bond Appli- 


cation First Since “Deadline” 


O n December 27th West Penn Pow- 
er Co., a subsidiary of American 
Water Works & Electric Co., applied 
for issuance of $27,000,000 Ist Series 
“T” 34 per cent bond due 1966, for re- 
funding purposes. W. C. Langley & 
Co., bankers for the system for many 
years, are expected to be the principal 
underwriters, but information regard- 
ing the terms of the offering and’ the 
syndicate will be filed by amendment. 
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The application is notable because it 
is the first major financing proposed 
since the December Ist deadline by any 
system in which the top holding com- 
pany has refused to register under the 
Utility Act. Moreover American Wa- 
ter Works & Electric is one of the com- 
panies which has filed suit in the Dis- 
trict of Columbia Supreme Court to re- 
strain the SEC from enforcing the Util- 
ity Act. 

In its application West Penn Power 
stated that it and its principal subsidiary 
are predominantly operating companies, 
that they have already filed application 
for exemption as holding companies, 
and that such application afforded auto- 
matic exemption from any obligations 
under the Utility Act until the Securi- 
ties and Exchange Commission rules 
otherwise. 

The company is controlled through 
100 per cent equity by West Penn Elec- 
tric Co., which in turn is 95 per cent 
controlled by American Water Works & 
Electric Co. The action of the SEC on 
this application is awaited with interest 
by banking houses and utility companies 
which are planning extensive refunding 
programs. 

During the fortnight ended January 
4th there were no important offerings of 
utility bonds. 


O* January 2nd New York State 
Electric & Gas Corporation, sub- 
sidiary of Associated Gas & Electric 
Co., applied for registration of $17,500,- 
000 first 4s due 1965, and SEC officials 
indicated that some additional utility fil- 
ings were on the way, including several 
other subsidiaries of Associated Gas. 
The New York State Electric & Gas 
bonds are to be used for redemption of, 
or exchange for, a long list of Associat- 
ed Gas underlying issues in various 
amounts (some as small as two bonds). 
The names of the underwriters and the 
offering price will be disclosed at a later 
date. 

Massachusetts Lighting Companies, 
Massachusetts Utilities Associates, and 
North Boston Lighting Co. have applied 
to the SEC for permission to exercise 


their rights to acquire additional stock 
of Edison Electric Illuminating Co. of 
Boston, on the basis of one share for 
each 64 shares held. The application 
indicates the wide ramifications of the 
Securities Act of 1935, which requires 
authority for the exercise of rights, even 
though relative voting power is not 
changed thereby. 

The District of Columbia Public Util- 
ities Commission has ordered that utili- 
ties within the district must solicit bids 
for sales of their own securities from at 
least three firms, two of which are not 
affiliates. The order affects Washington 
Railway & Electric Co., affiliated with 
North American Co., which recently 
made and withdrew an offer for the sale 
of the local utility stock. 


5 


SEC to Aid New Financing 
by Modifying Rules 


a of the SEC recently dis- 
closed that the commission is 
working on plans to change present reg- 
ulations in order to make them more 
workable, especially with respect to eas- 
ing the burden of registration for “sea- 
soned” corporations. It may be that 
new legislation will be required, how- 
ever, to amend certain phases of the 
Securities Act. Present registration 
forms Al (new corporations) and A2 
(older companies) are to be revised in 
order to eliminate data which is not ap- 
propriate to the class of enterprise seek- 
ing registration. Moreover, different 
types of transactions—sales for cash, 
exchanges of securities, etc.—will call 
for different forms. Another factor 
which the commission is trying to de- 
velop is to reduce costs. Mr. Landis 
in his recent talk before the American 
Management Association stated “con- 
tinuing study to find where any increase 
in burden exists, without a correspond- 
ing need for more information, will en- 
able a continuing piecemeal reduction 
in expense—piecemeal, true, but grad- 
ually mounting to significant propor- 
tions.” 
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Record Output for 
Natural Gas 


] ) gicating for the natural gas com- 
panies in 1935 totaled $353,000,- 
000, a gain of nearly 8 per cent over last 
year, and setting a new high record, ac- 
cording to a review of the industry in 
the Journal of Commerce. On the oth- 
er hand revenues of the manufactured 
gas companies dropped 4 per cent to 
about $373,000,000, which amount was 
only slightly above the depression low 
in 1933. In 1930, natural gas dollar 
sales amounted to about 43 per cent of 
the total for the gas industry, while in 
1935 the proportion had risen to over 
48 per cent. Measured by the number 
of customers and cubic feet the im- 
provement for natural gas is also rela- 
tively better. At the end of 1930 man- 
ufactured gas served 10,285,000 custom- 
ers and in 1935, 9,973,000, a decrease 
of over 3 per cent; while natural gas 
increased its customers during the same 
period from 5,646,000 to 6,029,000, a 
gain of about 7 per cent. 

Sales of manufactured gas for house 
heating gained 29 per cent in the year 
1935, compared with the previous year, 
while sales for other domestic purposes 
dropped 3 per cent. Sales of natural 
gas for all domestic purposes gained 6 
per cent. Total sales of manufactured 
and natural gas in 1935 amounted to 
over 1,406 billion cubic feet, a gain of 
7.6 per cent over 1934. 

One factor explaining the sharp gain 
in natural gas was the sale of 1,100,000 
gas ranges in 1935, nearly double the 
depression low of 1932 but still about 
one third below the 1929 peak. 


HE rather disappointing financial 

showing made by companies which 
have in recent years begun mixing nat- 
ural gas with manufactured gas in the 
large cities is explained by John A. 
Baldwin, author of the review, as fol- 
lows: 

A cubic foot of natural gas contains near- 
ly twice the number of heat units of a simi- 
lar volume of manufactured gas. The two 
gases can be mixed but the mixture must 
remain constant within narrow limits be- 


cause it is impractical to adjust burners 
continually. Therefore, unless the local gas 
manufacturing plants are modified, they can- 
not act as standbys to take care of the peak 
portion of the load while the long natural 
gas pipe lines supply the constant base load. 
As a result, the introduction of natural gas 
into a community previously served by man- 
ufactured gas has, in general, been accompa- 
nied by immediate hardship to the local 
company primarily because of the attitude 
of the general public toward consequent ad- 
justments in price. The lower priced heat 
units permit of competing with other types 
of fuel for house heating and industrial 
purposes and this opens the field for in- 
creased sales, improvement in load factor, 
and after a period of time, usually from one 
to three years, the local company’s business 
a be expected to return to a profitable 
asis. 


Natural gas as an industry is not en- 
tirely in the utility class. While utilities 
like Columbia Gas and United Gas are 
heavy producers of natural gas and 
many other utilities serving centers of 
population buy large amounts on a con- 
tract basis, natural gas is also largely 
produced by Columbia Carbon, United 
Carbon, and many leading crude-oil pro- 
ducing companies. In addition to its 
use for retail distribution, natural gas 
is in an important source of carbon 
black and lamp black, of which the two 
Carbon companies are the largest pro- 
ducers. Carbon black is in increasing 
demand for the manufacture of such 
diversified products as paints and 
lacquers, automobile tires, telephone 
equipment, printing ink, anti-freeze 
chemicals, colored inks for advertising, 
etc. 

w 


Public Service of Northern 
Illinois Shows Gains 


wr Service of Northern Illinois, 
which operates in a rapidly growing 
territory adjacent to Chicago, en- 
joyed increasing gross revenues despite 
a substantial cut in rates, the third quar- 
ter showing a gain of nearly 6 per cent 
over last year. Net earnings from op- 
erations showed no gain, however, be- 
cause of increased taxes and cost of gas 
purchased. This third quarter included 
an allowance for the new Illinois sales 
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tax but according to Moody’s Invest- 
ment Survey, “there is a good likelihood 
that the company will escape the Illinois 
sales tax and also obtain some reduc- 
tion in the cost of gas purchased 
through modification of contract.” De- 
spite the decline in the balance from 
operations, net income increased owing 
to a dividend received from Superpower 
Co. of Illinois, and savings in interest 
charges, which will be further increased 
in 1936. Moody’s Survey estimates a 
possible $3.75 a share on the common 
stock for the full year 1935. The stock 
is selling around 54. 


Preferred Stocks 


U may be of interest at this time to 
review and tabulate the preferred 
stocks of leading utility companies. 
While the higher-grade stocks now yield 
about 44-54 per cent, there are still a 
number of higher-yield issues available 
for investors who prefer larger income 
with a fair degree of safety. And there 
is a third group of dividend-payers, 
earning money currently, the accumulat- 
ed back dividends on which offer attrac- 
tive long-term enhancement possibilities 
(see accompanying table) : 


UTILITY PREFERRED STOCKS 


High Grade 


American Gas & Electric ($6) 
Consolidated Gas of N. Y. ($5 
Duquesne Light ($5) 

New York Telephone ($6.50) 
North American Co. ($3) 

Pacific Gas & Electric ($1.50) 
Pacific Lighting Corp. ($6 

Pacific Telephone & Telegraph ($6) 
Public Service of N. J. ($8) 8 
Public Service Electric & Gas ($5) 
Southern California Edison ($1.50) 
United Gas Improvement ($5) 
West Penn Power ($6) 3 


Higher Yield 


American Water Works & Elec. ($6) 
Brooklyn Manhattan Transit ($6) 
Columbia Gas & Electric ($6) 
Electric Bond and Share ($6) 
National Power & Light ($6) 
North American Edison ($6 
Ohio Edison ($6) 3 

Philadelphia Co. ($3) 

United Corp. ($3 

West Penn Prlectric ($7) 8 
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Preferreds with Dividend Accumulations 


American & Foreign Power ($6) 3 
American Power & Light ($5) 8 
Cities Service ($6) 
Commonwealth & Southern ($6) 
Electric Power & Light ($7) 3 
Engineers Public Service ($5) 3 
United Gas Corp. Ist ($7) 
United Light & Power Cv. ($6) 


1 As estimated by Standard Statistics. 
# Selling at or above the call price. 
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Price 


About 


Est. 1935 
Earnings 


$29.05 
14.50 
37.00 
115.00 


Approximate Yield 
1935 Range About 
81-112 5.5% 
72-105 49 
104-115 
114-121 
36-55 


20-30 
71-107 
112-143 
100-148 
99-113 
17-29 
88-110 
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Approximate Accumulated Est. 19351 
1935 Range Dividends! Earnings 
12-38 
8-42 
6-43 
29-71 
3-35 
14-50 


35-84 
4-32 


Price 


8 Also other dividend series outstanding. The best yields are usually obtainable in the issues 


carrying the highest dividend rates. 
* Actual for 12 months ended September 30th. 
5 Currently paying part of regular rate. 
S Traded on New York Stock Exchange. 
C Traded on New York Curb Exchange. 
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Federal Trade Commission 
Report on Natural 
Gas Industries 


se Federal Trade Commission has 
just issued a 9-page press release 
summarizing its report to Congress on 
“Economic, Corporate, and Financial 
Phases of the Gas Utility and Pipe Line 
Industry.” The report contains an in- 
teresting description of the industry, re- 
lations between the natural gas compa- 
nies, and the various operating and ac- 
counting policies which have developed 
in the industry. 

Ledger value of total assets of the 13 
holding companies examined by the 
commission exceeded $1,000,000,000 
and the assets of the 96 operating 
companies were over $1,600,000,000. 
Growth of these investments during the 
past decade almost equaled that of the 
previous century, due largely to pipe- 
line construction, discovery of new 
sources of gas supply, etc. 

As might be anticipated, the report 
devotes some attention to “write-ups of 
capital assets,” “market manipulations,” 
etc. The commission stated that total 
capital assets of the holding companies 
had been “written up” 12.2 per cent and 
of operating companies 13.6 per cent. 

The report describes at some length 
the marketing of Arkansas Natural Gas 
Class A common stock by the Cities 
Service Securities Co., “operations” in 
Southern Natural Gas common stock by 
G. L. Ohrstrom & Co., Inc., and the 
manipulative activities carried on by 
Frank P. Parish & Co. in connection 
with the marketing of the stock of the 
Missouri-Kansas Pipeline Co. 

The final instalment of the commis- 
sion’s report to be issued in a few days 
will contain its conclusions and recom- 
mendations. 

¥ 


American & Foreign Power 


Doubles Net Income 


MERICAN & Foreign Power Co., Inc., 
for the year ended September 30th 
reported net income of $2,630,034 
against $1,316,310 in the previous year. 


The company reported that the agree- 
ment negotiated between President 
Calder and the Chilean government pro- 
viding for settlement of all differences 
between the Chilean Electric Co., Ltd. 
and the government has been approved 
by the President and the Senate and will 
come up before the lower house in the 
near future. The agreement will clear 
up the involved foreign exchange diffi- 
culties and the various fines and sen- 
tences which have been imposed. 

Section 3 of the Public Utility Act 
of 1935 directs the SEC to exempt com- 
panies such as American & Foreign 
Power and its subsidiaries unless such 
exemption is “detrimental to the public 
interest,” etc., and the SEC has tem- 
porarily exempted all such companies 
until February 3rd. 


* 


Utilities Dissatisfied with 
Electric Bond & Share 
Case As Test of Act 


EADING utility executives are obvious- 
ly dissatisfied with the attempts of 
Federal counsel to make the Electric 
Bond & Share Case (initiated by the 
government) the sole test case of legal- 
ity of the Utility Act before the Su- 
preme Court. The government has 
sought to end the various cases brought 
in the supreme court of the District of 
Columbia, on the ground that such cases 
will prove too great a burden on the 
court and that it is better to concentrate 
on one case. 

According to press reports the utili- 
ties would have been glad to effect a 
compromise by which a number of cases 
might have been consolidated for the 
purposes of supreme court appeal, as 
frequently occurs in important litiga- 
tion; but they feel that to confine the 
case to a single company, where the gov- 
ernment itself made the original appeal, 
will not cover all the issues involved or 
protect the financial interests of the in- 
dustry. 

It remains to be seen whether the su- 
preme court of the District of Columbia 
will yield to the government’s plea. 
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Is Utility Regulation Coming or Going? 


BriTisH lecturer recently visiting 

our shores created something of 
a fuss in intellectual circles (as visiting 
British lecturers usually do) in point- 
ing out that the basic and pressing 
problems of human economy could 
never be settled by shifting the mere 
political form of government from 
democratic capitalism to communism or 
to dictatorship (with or without benefit 
of royalty). He went further and ob- 


served that, on the other hand, a solu- 
tion of these problems might be pos- 
sible under any of the general forms 
of political government mentioned. In 
other words, if we once solved the basic 
problem of balancing distribution and 
production by an abstract formula 


(whether through broad social planning, 
technocracy, industrial cartels, stream- 
lined guildism, or what have you) it 
could conceivably be worked out by a 
constitutional democracy, or by order 
of the People’s Commissars, or by edict 
of Der Fuehrer. There might be con- 
siderable discussion about whether one 
form would be better adopted to the 
Millennial Scheme than another, but it 
seemed clear to our astute British cousin 
that the scheme could be put into effect, 
by any people that made up their mind 
to put it into effect, without necessarily 
abandoning any traditional form of po- 
litical government. 

If this general observation is sound, 
it would appear that the form of po- 
litical government in the last analysis 
is a matter of collective choice; just as 
becoming an Elk or a Mason or an 
Ethical Culturist is a matter of indi- 
vidual choice. It would follow that 
people who work themselves up into a 
lather over the inevitability of state 
socialism or the doom of the profit 
system are ignoring the oyster in a 
quarrel over its shell. 


Bringing this general discussion down 
to the narrower field of public utility 
regulation, we perceive a situation that 
is clearly analogous. Today, the most 
vociferous debaters upon the subject 
can be divided up into two classes: 
(1) Those who believe in public owner- 
ship (either of the “yardstick” or of 
the complete variety); (2) those who 
believe in private ownership under pub- 
lic regulation. There is, perhaps, a 
scattered remnant who believe that the 
utility industries could manage their 
own affairs if left free of all interfer- 
ence—even by the milder forms of regu- 
lation. This class, however, seems to 
be well on its way to extinction. 


B: it is Professor C. O. Ruggles 
of the Harvard School of Business 
Administration who perceives that, as 
far as settling the real problem of pub- 
lic utility regulation, the public v. pri- 
vate ownership debate may as well be 
a tempest in a teapot: 


It cannot be too strongly emphasized 
that we do not get rid of knotty economic 
and business problems in the field of public 
utilities by a mere shift in the form of 
ownership and operation. 


With these words does Professor 
Ruggles sound the keynote of his con- 
tention that many of the problems of 
public utility rate making and manage- 
ment are in essence economic problems 
and should be considered entirely apart 
from the problem of ownership. He 
assures us that over the long run, a 
municipal plant with unsound rate 
schedules will experience the same lack 
of development of its potential market 
as if it were privately owned and op- 
erated. The same may be said con- 
cerning the lack of managerial ability. 
The chief difference in the two forms 
of ownership noted by Professor Rug- 
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gles seems to be that the publicly owned 
plants appear to be more successful, so 
far, in avoiding public regulation. He 
stated on this point: 


The private companies have no inherent 
right to furnish public utility service. The 
public has the right to determine that ques- 
tion for itself, and it obviously should adopt 
whatever form of operation will give it the 
best results. But the public should not fool 
itself in reaching its conclusions. Publicly 
owned and operated utilities should be held 
as definitely responsible for results as are 
those that are privately owned and op- 
erated. Only about one third. of our state 
commissions now have any control over mu- 
nicipal utilities, and these utilities are con- 
stantly trying to detour around wholesome 
requirements set up by the state commis- 
sions. 


|e yenscs na privately owned utility 
operations, Professor Ruggles 
agrees that the holding company struc- 
ture has been a subject of grave abuse 
and has also been used as a device to 
evade regulation. In fact, he hints that 
there is less justification for the exis- 
tence of holding companies today than 
in years gone by. He stated: 


There was more excuse for centralized 
control of operating utility companies 
through a holding company—especially in 
the field of light and power—thirty years 
ago than there is today. When light and 
power plants were just being installed in 
many communities, there was no market 
whatever for such securities. Electrical 
manufacturers soon found that if they were 
to have a market for electrical equipment, 
it would be necessary to accept in payment 
municipal securities in the case of municipal 
plants and securities of private companies 
in the case of privately owned and operated 
utilities. In view of the fact that there were 
a generation ago so many very small plants, 
a holding company could then render valu- 
able financial engineering and management 
services that could not be done so effectively 
or economically by the small plants them- 
selves. . . During the time that the 
physical plants of the light and power 
companies were being built, the problem of 
marketing utility service was given very 
little attention. Indeed, these utilities for 
some time had a sellers’ market. They 
found that the markets were growing as 
fast as their plants could be expanded to 
meet that demand. It was precisely this 
rapid growth in demand for electricity, for 
example, that offered excellent opportunities 
to pioneers and promoters to organize hold- 
ing companies, and to sell securities on a 


grand scale based on the future possibilities 
and potentialities of wider and still wider 
expansion of the light and power business. 
The high finance which was characteristic 
of some of our early American railways 
was repeated in the light and power indus- 
try. . . . In spite of the abuses of the 
holding companies, there is no blinking the 
fact that they did bring about a more rapid 
development of power systems than would 
have occurred without the stimulation of 
the promoters in this field. 


INALLY, Professor Ruggles finds 

that the intensive development of a 
market for electricity is the primary 
need and that “decentralization of man- 
agement” is needed to solve this inher- 
ently local problem at close range. He 
added : 

It is evident that the greatly increased 
size of operating companies will enable 
many of them to raise their own funds and 
to have on their own payroll most of the ex- 
perts that they will need. The relative posi- 
tion of strong operating companies and of 
some of the ill-advised holding companies 
has been seen in the fact that after some 
of the holding company organizations be- 
came bankrupt the price of stock of the 
subsidiary operating companies advanced 
on the theory that the “milking machine” 
had been disconnected. 


However, Professor Ruggles does not 
believe in the wholesale destruction of 
the holding companies on the theory 
that they have for the most part served 
their most useful purpose. On the con- 
trary, he observes that “if we were to 
have complete public ownership . . . 
it would be to the interest of the public 
to utilize the holding company principle 
through some sort of central organiza- 
tion of municipalities whereby compe- 
tent talent in such fields as engineering, 
accounting, and business” could be made 
available to small cities. 


ROFESSOR Ruggles is not convinced 
that there is a “single economic 
gadget which can be used to check in- 


efficiency in management.” He agrees 
that the Washington Plan, for example, 
has its points, but he distrusts it as a 
regulatory panacea. Instead, he stresses 
the need for a more immediate and in- 
telligent supervision of utility manage- 
ment than we have ever tried. He 
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would not substitute government regu- the states have a real opportunity to 
lation for management, but rather in- continue to do the major work of the 


crease its patrolling powers. The au- 


regulation of public utilities other than 


thor stated on this point: carriers,” provided they are equipped 


One can consistently urge that regulation 


so that they deserve to do it.” In 


should not supplant management and still conclusion he wants real “yardstick” 
maintain that management should be held regulation, but of a kind quite different 
strictly accountable for results. There are from the TVA type which he seems to 
great possibilities in this area of regula- regard as the distribution of a mere “by- 


tion, whether the utilities are publicly or 


privately owned and operated. And, while product”: 


the public utility commissions and the courts 
have in general frowned upon the interfer- 
ence of regulation with management, they 
have also recognized in specific instances the 
importance of resorting to certain usable 
regulatory yardsticks to penalize inefficiency 
and reward efficiency in management. 


In other words, Professor Ruggles 
does not want government regulation to 
take over the boss’ job in the utility in- 
dustry, but he does want it to perform 
the services of an alert and intelligent 
policeman, with sanctioning powers in 
the form of regulatory penalties, rather 
than jail sentences. Take operating 
costs, for example. He believes that if 
our regulators had focused their atten- 
tion on utility operating costs during the 
past twenty years, efficiency in manage- 
ment could have been so stimulated that 
it would “by no means have been so easy 
for some of the holding companies to 


We ought to face squarely and without 
further delay the problem of developing 
regulatory yardsticks by which efficiency 
and integrity of public utility management 
can be checked and results appraised. 
From a mathematical point of view, it is 
probably more important to the public to 
have constant and careful checking of op- 
erating costs than it is to spend so much 
time and money on valuations. The whole- 
some effect upon public utility management 
of checking operating costs is something 
which the public should not overlook. This 
statement does not mean that regulation 
should be substituted for management, but 
it does mean that public utility management 
should be held responsible for results. Even 
from the public utility’s point of view such 
a plan is desirable. Only through such 
careful examination and supervision of the 
public utility’s business can a fair rate of 
return take into consideration the vital ef- 
fect of the business cycle, and the efficiency 
or inefficiency in management. 


If all or most of the suggestions of 


siphon off earnings from the operating Professor Ruggles are ever put into ef- 


companies under their control.” He 


fect, it will be seen that utility regula- 


likewise believes that regulation has thus tion, far from being a “failure” and on 
far been too much preoccupied with its way to join the dodo bird (as the 
rates, without respect to efficiency. He public ownership advocates would have 
warns, however : us believe), is on its way in the opposite 


It will probably take at least one genera- 


direction. It will become more impor- 


tion to develop the most workable standards tant, more powerful, and more deeply 
by which efficiency or inefficiency may be entrenched i in our system of government 
nen A measured, oe — —_ to be no than was ever dreamed of by those who 
sound reason why we should not make a drafted the first state commission law 
beginning, d rth-whil It 

olbe secured within’ a comparatively short in 1907. This would be true regardless 


can be secured within a comparatively short 


time. The mere inauguration of a type of of whether we have private ownership 
regulation which focused the spotlight on or public ownership. 


the operating expenses of the utilities would 


h w ; 
ane & SECS etact ot ages fg frequent commentator on 


O* the subject of future regulation, 


regulatory trends and public own- 


Professor Ruggles believes that ership is President Wendell L. Will- 


Federal regulation of utilities, other kie of Commonwealth and Southern. 
than carriers, can be more intelligent Mr. Willkie, in a recent address to the 
and effective “if it is set up on a Bond Club of New York, answered, in 
regional rather than on a centralized part at least, the challenge raised by 
basis.” However, he still believes “that President Roosevelt (in his recent mes- 
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The Daily Oklahoman 


MISSIONARY WORK AMONG THE HEATHEN 


sage to the Congress on “The State of 
the Union”) that opponents of the New 
Deal program are destructive rather 
than constructive critics, in that they 
venture no substitute for the New Deal 
laws which they attack. Mr. Willkie 
did not presume to attack the whole 
New Deal program, but he did attack its 


utility program and he did suggest a 
very definite alternative. It was in the 
nature of a statement of “terms” upon 
which the “war” between the adminis- 
tration and the utilities could be reason- 
ably and fairly settled. These were 
the principal points: ‘ 

1. Where a utility is operating at 
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progressive rates satisfactory to the 
Federal government, the latter should 
not instigate or finance competitive pub- 
lic ownership (whether by municipali- 
ties or other governmental bodies). 

2. That construction of hydro dams 
by the Federal government shall be com- 
pleted to avoid loss or waste and sell 
surplus power to private companies for 
redistribution at fair rates, giving the 
consumers the savings thereby effected. 

3. That the utilities should prepare to 
spend for capital construction, including 
the promotion of rural electrification. 

4. That a bill should be passed to reg- 
ulate utility holding companies which 
would eliminate and prohibit all existing 
abuses, but be fair to the companies. 

5. That the manufacture and sale on 
long-term instalments of low-cost appli- 
ances should be arranged with the man- 
ufacturers. 

6. That a national commission should 
be created to study and promote elec- 
trification of America generally. 


, I ‘HE important point to remember is 

that these proposals were made, 
not after President Roosevelt’s message, 
but over a year before—in December, 
1934, to be exact. It was only recently 
at the Bond Club that Mr. Willkie made 
public the details. He added: 


Representatives of a substantial portion 
of the utility industry met with governmen- 


tal representatives concerning the plan. Af- 
ter numerous conferences with governmental 
officials, all of whom appeared to be greatly 
interested, the plan was taken for presenta- 
tion to those in final authority. It was then 
that we first heard of the “death sentence.” 
It was then that the melancholy word was 
spoken that the utility holding companies 
were to be outlawed and exterminated ; that 
the utility operating companies were to be 
placed under regulation so stringent and 
rigorous that the prerogatives of manage- 
ment would repose thereafter in a Federal 
bureaucracy, with private initiative virtually 
abolished from this highly important, effh- 
ciently adapted American industry. 

What happened to the utilities at the 
hands of the New Deal after December, 
1934, is too well known for repetition. 
Nevertheless the incident does indicate 
that the electric utility industry itself 
was prepared for reasonable regulation 
by, as well as cooperation with, the Fed- 
eral government. Perhaps, in the 
months to come, some such truce will be 
worked out and public regulation will 
assume the exalted position that many 
public ownership champions would now 


deny it. 
—E. S. B. 


Some Aspects or Pusiic Utmiry MANAGE- 
MENT AND REGULATION. By C. O. Ruggles. 
Harvard Business Review. Autumn Num- 
ber, 1935. 


Appress of Wendell L. Willkie, President, 
The Commonwealth & Southern Corp., be- 
fore the Bond Club of New York, Decem- 
ber 19, 1935. 





Is Industrial Profit Not without Honor? 


sb recent Supreme Court decision 
outlawing the Agricultural Adjust- 
ment Act as a means of partially redis- 
tributing purchasing power to the farm- 
ing classes may have dismayed many, 
but has surely not discouraged advo- 
cates of other plans for cutting down the 
higher bracket incomes via taxation. 
The bonus champions at this writing are 
surcharged with “the flush of victory.” 
. The Townsendites are not so cocky but 
have dug in for a long siege with a 
gleam of confidence in their eyes (or 
at least in their press releases). There 


are other proponents of miscellaneous 
schemes for the “more abundant life” 
who are still quite articulate. Congres- 
sional mails swell daily with plans for 
emasculating the profit system. 

Of course, it is trite to say that the 
profit system can never be abolished, in 
toto, but can merely be restricted by 
changing the form of compensation or 
the amount of it allowed to the individ- 
ual for his efforts to make a living. But 
M. C. Rorty, president of the American 
Management Association, believes that 
such tampering is highly dangerous, not 
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only to those who have so far managed The editors of The People’s Money, an 
to get pretty good profits, but also to avowed “journal of progressive eco- 
those less talented, perhaps, who depend nomic statesmanship,” state: 


on the first group for the sustaining or 
the improvement of their own level of 
living standards. He points out that the 
sum total of wage payments is greatest 
and individual wage rates are highest 
“when the trend of business and indus- 
trial profits is towards a maximum.” 
He would erect a monument to “profits 
and the profit motive”’—indeed, “to the 
largest possible profits” as being the 
mainspring, the incentive for all worth- 
while commercial progress. 


M Rr. Rorty refers to the “golden rule 
of profits” as follows: 


What then is this rule? Simply this— 
“No trade and no human relationship is 
sound unless both parties share fairly in a 
common maximum profit.” 

The wise producer seeks security of profit 
and the growth and expansion of his busi- 
ness in making certain that he serves the 
real needs of his customers and builds their 
profits as he builds his own. The wise 
merchant builds equally on the confidence 
and satisfaction of those who buy from him. 
The wise employer makes certain that each 
employee shall profit, as he profits, from 
cooperation in their mutual efforts. 

Beyond all this, the ultimate of wisdom 
lies not in exacting the maximum individual 
share in the profit from each transaction, 
but in holding to a fair balance in the dis- 
tribution of profits and in seeking a greater 
total of returns through expanded opera- 
tions. 

In every business and industrial undertak- 
ing there lies always a wide range between 
a wholly selfish and a more enlightened at- 
titude towards profits, within which range 
the total of profits will vary little. Char- 
acter in a business, like character in an in- 
dividual, is measured by a consistent effort 
to work always on the side of a liberal and 
enlightened view—of really making profits, 
rather than simply getting them. The busi- 
ness which truly makes profits through con- 
structive service will live and prosper long 
after the business which seeks merely to get 
profits through sharp trading has shriveled 
and is forgotten. This needs no telling to 
the great majority of sound and progressive 
business leaders—but it cannot be too often 
retold to those who think of profits wholly 
as Shylock’s pound of flesh. 


‘oe are many, however, who are 
not content to leave such matters to 
enlightened industrial statesmanship. schemes which are condemned as un- 
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The most pressing problem of today is 
how to raise the standards of living of the 
bulk of the working population. Owners 
of capital and business executives typically 
get, it is agreed, at least as much as they 
need to maintain an adequate standard of 
living. If the incomes accruing to them 
continue to grow, it is desirable that the 
bulk of the increase should go where such 
increases do go, that is into the new capital 
which is used for the benefit of the commu- 
nity rather than into higher living standards 
for those to whom the income accrues. But 
the labor group does need more actual con- 
sumable income. 

Great as has been the increase in real in- 
come and the improvement of standards of 
living during the last century and a half, it 
is conceded that the income of the men 
and women who are doing the hard work. 
of the world is not yet large enough to give 
them the things which are needed for their 
highest physical, mental, or moral welfare. 
Though high wages are by no means a 
guaranty of welfare, they are an important 
and essential means. 


Then follow tables indicating the na- 


tional income paid out by types of pay- 
ment. The editorial continues : 


It is true that a wage is not life, culture, 
or enjoyment. Yet unless it is ample, the 
gifts of a richer existence are withheld. As 
life is at present organized, leisure, access 
to books, music, and art, and opportunity 
to secure competent instruction, are neces- 
sary to intellectual development, and they 
are, one and all of them, accessible only to 
the worker who has the necessary material 
means. So it is, too, with spiritual and 
zesthetic values; one who would develop in 
himself an appreciation of beauty, of truth, 
and of goodness must have enough to allow 
himself to be surrounded with objects pos- 
sessed of these qualities and to give himself 
enough freedom from the strain of exacting 
duties to appreciate them. 

It may well be that the intellectual, the 
artistic, and the spiritual are the important 
things of life. But, because wages are still 
too small to allow these riches to become 
the mony of the many, to the great rank 
and file of mankind the most important of 
all problems is still that of adequate wages. 
- If social progress is to continue, therefore, 
the first practical question which confronts 
us is how to increase incomes in the lower 
brackets. 


St editorial goes on to distinguish 


between redistribution of wealth 
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sound and increase in lower incomes 
indorsed by the editors. How to do 
this? The editorial concludes: 


If we are to increase the expendable in- 
come of labor we must provide the means ta 
produce more goods for their consumption. 
There can be no such thing as overproduc- 
tion or saturation of the market on any com- 
modity, until every person has everything 
he or she needs or desires; it is simply a 
process of increasing production per capita 
and of distribution F sme an increased 
wage. Our potential productivity is more 
than enough to give it to them. During the 
depression we have wasted through enforced 
idleness $287,000,000,000 of possible produc- 
tion. 

One can conceive of a production of com- 
modities to the noint where further material 
products would give less satisfaction than an 
increased amount of leisure. It is in this 
way that a large part of the gain from im- 
proved technique of industry and of indus- 
trial organization has been distributed in the 
past. The shortening of the working day, 
and the diminished physical effort during 
the day’s work, all show that civilization 
can give more leisure to the mass of the 
people as well as distribute an increasing 
quantity of goods. 


It is conceded by The People’s Mon- 
ey, in other words, that a tax-the-rich 
or soak-the-rich policy as a short cut 
towards increasing lower bracket wages 
is misguided effort for the simple reason 
that “the lower paid groups are so much 
larger that a very great subtraction from 
each large income means an insignificant 
addition to each small one.” The truth 
of this observation is brought out strik- 
ingly in an editorial of a publication 
widely different in economic faith than 
The People’s Money. 

The Wall Street Journal states in 
part: 


If all incomes in excess of this sum 
($10,000 a year) were to be confiscated by 
the government for redistribution among 
the less fortunate, the total available for 
such distribution would have been $1,290,- 
149,000 in_1934, according to the recently 
published Federal income tax figures. This 
amounts to $10.21 per capita, or an increase 
of 2.7 per cent in the present average per 
— income of $377. 

This, of course, does not necessarily prove 
that the redistribution of wealth and income 
might not be a good thing. But if we are 
to redistribute we should not fool ourselves 
into thinking that it will herald the millen- 
nium for the so-called underprivileged. 


URNING from individual to corpo- 

rate income, and at the same time 
returning to the field of public utilities, 
we find that the position of the electric 
light and power industry during the 
third quarter of 1935 was, in the estima- 
tion of D. W. Ellsworth, editor of The 
Annalist, “one of the most extraordi- 
nary in the annals of organized com- 
merce.” Here was an industry upon 
which has already been imposed in a 
small way some of the spread-the-in- 
come ideals of the New Deal adminis- 
tration. The campaign for the reduction 
of electric rates has frequently been 
urged on ground that lower rates to 
hard-pressed consumers for such a 
modern necessity as electric utility serv- 
ice is a worthy social objective, calculat- 
ed to make the average man’s hard- 
earned dollar go farther—for electricity, 
at least. That it has done so is not to 
be denied in view of the extensive rec- 
ord of rate reductions especially during 
the last three years. But what has been 
the result on the utility investors and 
workers ? 

Mr. Ellsworth finds that in August, 
1935, power output rose to a level 24 
per cent above the predepression record 
of August, 1929. During the same peri- 
od, gross income nearly duplicated the 
performance of physical volume of out- 
put—total*revenues were only 0.8 per 
cent lower than the all high record of 
June, 1930. The number of customers 
in all major classes continued to increase 
and the cutting of rates and pick up in 
the sale of appliances brought a well- 
established tendency towards larger con- 
sumption per customer. 


N of these developments, says Mr. 
Ellsworth, would under ordinary 
circumstances “provide a concentrated 
pool of purchasing power in the hands 
of the utilities, both for present and fu- 
ture expansion which could not be dupli- 
cated in private industry anywhere.” 
Yet it appears that the policy of the Fed- 
eral government continues to be such 
as “effectively to prevent this poten- 
tial purchasing power from coming into 
evidence.” Figures given in successive 
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The Montena Record-Herald 
OH! 


issues of The Annalist during the year 
1935 indicated, according to Mr. Ells- 
worth, that the net income of electric 
utilities was less favorable in the second 
quarter than in the first, and subsequent 
and more comprehensive figures indicat- 
ed that in spite of the increase in gross 
revenues, the net income was still de- 


SEE WHO’S BACK AGAIN 


creasing in proportion to gross revenues. 

Mr. Ellsworth called attention to the 
report made public sometime ago by the 
Federal Power Commission on the sub- 
ject of a possible power shortage by rea- 
son of the failure of private industry to 
expend the necessary capital to increase 
its capacity. Mr. Ellsworth concludes: 
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Assuming that the government experts 
know more about the power requirements 
of the nation than the private engineers who 
have devoted their lives to the building of 
the most efficient power system in the world 
(with never any record of failure to pro- 
vide adequately for future expansion), the 
question still remains why the government’s 
attitude is one admirably suited to the pur- 
pose of preventing private enterprise from 
accomplishing the desired objectives. 


OTWITHSTANDING the fact claimed 

by Mr. Ellsworth that very little, 
if any, benefit has been derived by utility 
investors and utility employees from the 
new high record in power output, it is 
a fair assumption that increased con- 
sumption at lower rates to customers 
served constitutes the accomplishment 
of a social objective. If, however, the 
incidental discouragement of profits de- 
stroys or undermines the incentive of 
the investors to put new capital into the 
field where it may be necessary to take 
care of future demands, a serious ques- 


tion is presented; that is: whether the 
immediate benefits to the customers are 
worth the price of the consequences of 
curtailed capital investment. 

The situation recalls a remark made 
a year ago by George B. Cortelyou, then 
president of the Consolidated Gas Com- 
pany of New York, when he said: “It 
is evident that the utilities will be among 
the last to derive the benefits of a na- 
tional recovery which they were among 
the first to promote.” 

—F. X. W. 


Tue Gotpen Rute or Proritr. By M. C. 
ae The Management Review. January, 


oe. The People’s Money. December, 


Epirorrat. The Wall Street Journal. De- 
cember 13, 1935. 


No Benerit To INVEsToRS OR WORKERS FROM 
New HicH Recorp 1n Power Output. By 
= a : nae The Annalist. October 








Wild Life on the Santee River 


‘.~ who recall the Ballinger in- 
cident that split the political friend- 
ship of the late Chief Justice Taft and 
Theodore Roosevelt, and pretty nearly 
wrecked the Republican party, will re- 
call that the issue involved the conserva- 


tion movement. They will also recall 
that in the front ranks of the conserva- 
tionists who rallied to the banner of 
the Bull Moose party were Gifford 
Pinchot (now out of political circula- 
tion, temporarily at least), Louis Glavis 
and Harold L. Ickes, both of whom 
are now in the employ of the New 
Deal’s Interior Department. When Mr. 
Ickes, then a member of the National 
Conservation Commission, took the ex- 
alted post of Secretary of the Interior, 
it was expected by all conservationists 
that at last a man after their own 
heart was in the official position most 
closely allied to the interests of con- 
servation. Some, however, appear to 
have changed their minds about this, 
as a result of recent events—particular- 


ly the approval by Secretary Ickes of 
the Santee-Cooper project in South Car- 
olina. 

According to Hilding Siverson, spe- 
cial Des Moines correspondent for The 
Washington (D. C.) Post, garden club 
officials, Audubon society folks, mem- 
bers of the Wild Life Institute and of 
the Izaak Walton League all over the 
country are beginning to hurl brickbats 
at the Secretary of Interior because of 
his presumed defense of the Santee 
river project. They are interested in 
it because it is a refuge for millions 
of wild ducks and other forms of wild 
life, and the project threatens their de- 
struction. Or they think so, in any 
event. Writes Miss Siverson: 


Secretary Ickes, in turn, has become as 
irritable as a bear with a sore nose after 
a hard winter and is writing the most ex- 
traordinary long letters to those who criti- 
cize his policy. 

His irritation doubtless is due to the fact 
that he has caught his pants on political 
barbwire and is having trouble in going 
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over the fences. It seems that President 
Roosevelt has laid out a course for him 
in the Santee project which is based entirely 
upon politics, and, of course, that would 
irritate any true conservationist like Secre- 
tary Ickes, but when he has to face the 
barrage of his old pals, the dyed-in-the-wool 
conservationists who come snorting in hun- 
dreds and thousands, and when he must 
front for an obvious political deal, it wears 
his nerves ragged, and who can blame him? 

Those who have been fighting the battles 
of wild life conservation in and out of 
season for decades seem to be practically 


for less money than it will take to complete 
the Santee-Cooper project. 

Why don’t you get mad at the people 
who are responsible for this damned thing 
instead of excoriating the conservationists 
who are making the only kind of protest 
they know how? 


NOTHER letter to Mr. Ickes men- 
tioned in the Siverson article was 
from Mrs. Fae Huttenlocher, secretary 
of the National Council of Garden 
Clubs. Secretary Ickes replied to Mrs. 


unanimous against the Santee project, un- 
less they belong to the New Deal organ- 
ization. At least, if any conservationists 
outside the New Deal set-up are in favor 
of it, they have kept mighty quiet. 


U is, indeed, an interesting exchange 
of correspondence which Miss Si- 
verson makes public in the Post. First, 
there is the extraordinarily frank letter 
by Jay Darling (better known to thou- 
sands of faithful followers of his car- 
toons as “Ding”). Mr. Darling was 
himself a New Dealer employed to help 
protect the interests of wild life but his 
recent resignation as chief of the United 
States Biological Survey may be ex- 
plained in part by the attitude revealed 
in his letter to Secretary Ickes. Here 
are some excerpts: 


I didn’t promote or “allow” my name 
to be used in connection with the Santee- 
Cooper letters. I have had too much ex- 
perience during the last year and a half 
in Washington in my own department try- 
ing to keep up with the mail to inflict 
any postcard campaign on you. I am, 
however, proud to be quoted as openly 
and violently opposed to the Santee-Cooper 
project, and my opposition is not based upon 
sentimentality for the ducks. It is based 
upon repeated examinations and investiga- 
tions, both biological, ecological, and eco- 
nomic, selections from which you have in 
your files and which have been plastered 
in every department of Washington where 
they might have any effect. 

If they want South Carolina to have 
$25,000,000 to satisfy their congressional 
delegation and elect Jim Byrnes, why don’t 
they give them the $25,000,000 for free 
distribution to their constituents instead of 
building a power plant which they don’t 
need and which will destroy 105 square 
miles of the most productive biological area 
remaining on the Atlantic Coast? Or, if 
they want to control the electric supply, 


Huttenlocher in part as follows: 


I am particularly interested in the state- 
ment that you urge your correspondents to 
repeat to me, to wit, “You cannot very well 
stand before the country as a conservation- 
ist and at the same time approve any such 
project.” This strikes me not so much an 
argument against the project as it is a 
deliberate, malevolent attack upon me. 

Your letter also assumes that I am re- 
sponsible for the project and have it within 
= power to prevent its going forward. 

hat is your authority for such assump- 
tion as that? . . . May I ask whether 
you think that it is fair to attribute blame 
to another before first assuring yourself that 
blame is due? . . 

This constitutes a poisonous attack upon 
me as a conservationist much more than 
it does a protest against the Santee-Cooper 
project. . . . I will say, however, that 
I am too truly a conservationist to join 
in a carefully planned plot to tear down 
by insinuation and innuendo another con- 
servationist, who, within the limits of his 
ability, has done and is doing everything 
that he possibly can in the interests of 
conservation. 


Concludes Miss Siverson: 


It may be read between the lines that 
possibly Mr. Ickes, because of his devo- 
tion to conservation, doesn’t approve of the 
Santee project, after all, but what can the 
poor man do when a $25,000,000 project 
is to be built to give employment to people 
so that Senator Jim Byrnes, devoted New 
Dealer and applauder of President Roose- 
velt’s famous horse-and-buggy statement, 
might win the nomination instead of one 
of the Blease boys (not Cole) who started 
on Byrne’s trail to vindicate South Caro- 
lina’s traditional loyalty to states’ rights ? 

It would be worth $10 of any man’s 
money to know Mr. Ickes’ actual opinion 
of President Roosevelt’s boondoggling po- 
litical machinery. But let’s be patient with 
him, for he is thoroughly unhappy. 


ly is only fair in such a controversial 
exchange to “look at the record” as 


they can buy up the existing power plants 
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Al Smith would say. A few weeks 
before the appearance of the Siverson 
article, Secretary Ickes made public a 
report of the Board of Review on the 
“Santee-Cooper Power and Navigation 
Project.” Colonel Earl L. Brown, of 
the Army Engineers, is chairman of this 
board. Here is what the report said on 
the subject of wild life preservation : 


A number of protests have been made by 
parties interested in wild life conservation 
in the lower Santee basin on the ground 
that the project will be distinctly harmful 
to its conservation. On the date of August 
24, 1935, the President sent the following 
instructions to the Chief of Engineers: 


“MEMORANDUM FOR GENERAL MARKHAM: 
“I approve your suggestion that the 
board to review the Cooper-Santee proj- 
ect should include special attention to the 
wild life conservation features. I am re- 
turning the papers herewith. F.D.R.” 


For purposes of discussing this subject, 
the board will divide the area affected into 
three parts: 1. The reservoir areas to be 
covered by water; 2. The Santee basin be- 
tween the Santee dam and tide water; and 
3. The maritime portion of the Santee basin. 

The officials of the South Carolina de- 
partment of game and fish have stated that 
the pools formed by the dams will be of 
great benefit to wild life in the way of 
affording areas at substantially constant 
level where fish will breed, duck food will 
grow, and conditions generally favorable to 
the development of both fish and fowl will 
prevail substantially all the year round. 
The opponents of the project take no serious 
exception to the favorable conditions that 
might be so created, but attack principally 
the effect that the project will have on 
the Santee river below the Santee dam and 
in the maritime region. 

In the section which we shall term inter- 
mediate, the flow of the Santee river will be 
materially reduced except in time of freshet. 
The terms of the permit require that a 

. minimum flow of 500 cubic feet per second 
be maintained in this portion of the river 
at all times. It is manifest that there may 
be times when this small flow will cause 
the bed of the stream to become substan- 
tially dry and that this may .have some 
effect in causing wild life which now fre- 


quents this territory to seek ranges else- 
where. 

It is in the maritime portion of the river 
where the greatest effect of the project on 
wild life will undoubtedly be felt. The 
minimum flow of 500 cubic feet per second 
is not sufficient to prevent the substantial 
intrusion of salt water up the estuary for 30 
miles or more. This will probably result 
in the large areas of fresh water marsh 
created and maintained by the present fresh 
water flow of the Santee becoming largely 
converted into marine marsh which does 
not offer the same facilities for support of 
wild life as does the existing fresh marsh. 
It is expected, however, that there will be 
frequent flood discharges down the Santee 
river of surplus water from the storage 
ponds which will from time to time flush 
this salt water out to sea and act to some 
extent in maintaining a semifresh condition 
in the marshes. 


T will be noted that in the “inter- 
mediate section” where the effect on 
wild life will be substantive, Santee- 
Cooper “may have some effect in caus- 
ing wild life to seek ranges 
elsewhere.” The question naturally 


arises where else? That is the question 


the conservationists are asking Secre- 
tary Ickes. 

The balance of the report deals most- 
ly with the engineering feasibility of 
the Santee-Cooper project. In its very 
first paragraph, however, the report 
states that “it has not considered the 
economic aspects of the project and so 
makes no report thereon.” Jt may be, 
therefore, that other groups than con- 
servationists will begin to ask questions 


about Santee-Cooper unless Secretary 


Ickes has some more data on the sub- 
ject not yet available. 
—E. S. B. 


THe SANTEE Project. By Hilding Siverson. 
The Washington Post. December 21, 1935. 


THE SANTEE-Cooper Power AND NAVIGATION 
Project. Report of Board of Review to 
The Administrator Federal Emergency Ad- 
a of Public Works. November 4, 





publicans would keep it going. And I say t 


is in spite of the opposition 


q “PrINncIPALLY because TVA is free from age age I think the Re- 


and criticism we have been receiving from Republican as well as utility 


interests.” 


—Dr. ArrHur E. Morcan, 


Chairman, Tennessee Valley Authority. 
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The March of Events 





Public Utilities and the Law 


Wa the Supreme Court’s devastat- 
ing opinion in the AAA Case will pre- 
cipitate a move to amend the Constitution is 
a matter of present debate and intense interest. 
If any amendment is proposed it will yn- 
doubtedly provide for the “return” of still 
more government to Washington. The effect 
of such action upon the utilities is obvious 
since proponents of the amendment would 
certainly use the utility issue as one of the 
urgent reasons for concentrating more power 
in the Federal government. 

Aside from the constitutional amendment 
issue, the utilities are likely to be made the 
subject for statutory experiments to prevent 
lower Federal courts from passing upon con- 
stitutional questions. This would follow if 
Congress accepts President Rocsevelt’s thinly 
veiled invitation to “find the means to protect 
its own prerogatives.” It was reported that 
the Department of Justice was considering 
this question. 

There was a note of encouragement to the 
utilities in the majority opinion in the AAA 
Case. The court adopted the view that the 
right of the government to use Federal money 
for the “general welfare” extends “only to 
matters of national, as distinguished from 
local, welfare.” This language was held by 
legal observers to be ominous to PWA grants 
for utilities. 

Shortly after the New Year, the District 
of Columbia Supreme Court granted the gov- 
ernment’s motion to stay proceedings against 
the Holding Company Act pending SEC 
prosecution of its case against Electric Bond 
& Share. The American States Case, in which 
Judge Coleman held the Holding Company 
Act unconstitutional, was pending in the 
fourth circuit court. It may reach the U. S. 
Supreme Court before the Electric Bond & 
Share Case. 


To Reorganize Canadian 
National 


HE Canadian National Railways, Canada’s 


largest industry, with $2,000,000,000 in 
physical assets, and one of the largest railway 
systems in the world, is to be reorganized by 
the Mackenzie King government, it was re- 
ported late last month. An objection to “re- 
mote control” of an organization to whose 
deficits the Canadian government annually 
contributes $50,000,000 from the public treas- 
ury was registered recently by the new Minis- 
ter of Transportation, C. D. Howe. 


The new policy is to be put into effect 
through superseding the present 3-man board 
of trustees which manages the railroad by a 
7-man board of directors on which the gov- 
ernment will be represented by the Deputy 
Minister of Railways, and over whose deci- 
sions the government will exercise a right of 
— before instead of, as hitherto, after the 
act. 


World Power Convention 


Jreowme the adjournment of Congress (if 
not sooner) attention of the utility world 
will turn to the Third World Power Con- 
ference to be held in Washington September 
7th-12th. The technical side of power devel- 
opment which has dominated previous confer- 
ences (London, 1924; Berlin, 1930) will give 
way this year to what the American National 
Committee designates as “the more fundamen- 
tal, and in many respects more important, 
problems of the relations of power resources, 
their development and use to the social and 
economic interests of the nation.” 

It has been suggested: that the dominant 
theme of the conference will be the theories 
underlying the power policies of the Roose- 
velt administration. The personnel of the 
American National Committee is as follows: 
Interior Secretary Ickes is chairman. The 
vice chairman is William F. Durand, of Le- 
land Stanford University, who is chairman of 
the Conference. The other two members are 
Morris L. Cooke, head of the REA, and 
Joel David Wolfsohn, secretary of the Na- 
tional Power Policy Committee. 

The program for the conference, just issued, 
sets forth in considerable detail the topics to 
be discussed in 18 papers which may be sub- 
mitted from each participating nation. Many 
of these subjects relate, directly or indirectly, 
to public ownership of natural resources. No 
papers will be accepted unless they are clear- 
ly within the scope of the program as out- 
lined. They must have the approval of the 
National Committee or the government of the 
country from which submitted. 

Those interested in the program can obtain 
a copy by writing to the Director, Third 
World gg Conference, Interior Building, 
Washington, D 


Seeks Truck and Rail Harmony 


A’ “HARMONY conference,” designed to re- 
place the bitter competition between rail- 
road and motor carriers with peaceful codp- 
eration was held at Washington D. C., De- 
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cember 30th under the auspices of Joseph 
B. Eastman, transportation co6érdinator. It 
was attended by representatives of railroad, 
motor truck, and shipping interests. A per- 
manent organization was to be set up. Rep- 
resentatives of the various groups were ex- 
pected to act as a committee to compose the 
differences, 

Opening the meeting, Mr. Eastman ex- 
pressed gratification that a step toward har- 
mony had been taken. Through the commit- 
tee, he continued, much litigation before pub- 
lic regulatory bodies might be avoided, with 
resultant savings to the carriers. 

Of primary importance was the question 
of competitive rate cutting. Sponsors of the 
harmony plan hoped agreements would be 
reached which would assure a profitable rate 
level for both motor and rail transportation. 


Order to File Rate Data 


HE Federal Power Commission issued 

orders December 26th requiring all com- 
panies owning facilities for the sale of elec- 
tric energy in interstate commerce to file a 
schedule of rates. The action was announced 
as the “first step toward control of rates, 
charges, contracts, and agreements relating 
to the movement of electric energy in inter- 
state commerce subject to the jurisdiction of 


the commission under the Federal Power Act 
(Title II of the Public Utility Act of 1935).” 
The schedules were ordered to be filed by 
January 15, 1936. 

At the same time the commission directed 
attention to a provision of the act which for- 
bids “any ges in rates, charges, or con- 
tracts or agreements filed with the commis- 
sion under the act except on approval of the 
commission.” 


Plans City Power Plant 


FORECAST of the effects of the autonomous 

government upon foreign business in 
North China was implicit in an interview 
given to a New York Times correspondent by 
Mayor Shiao Chen-ying of Tientsin. Mr. 
Shiao said he excepted large industrial and 
trade expansion, from which Westerners as 
well as Chinese and Japanese would benefit, 
but he chose an illustration that was regarded 
as not likely to exhilarate foreign circles, es- 
pecially British and French. 

He revealed that one of the first objectives 
would be the construction of a big municipal 
power plant to emancipate Chinese areas from 
dependence for electricity upon French and 
British plants in the concessions. He dis- 
closed further that the autonomous council 
was planning railroad development. 


Arizona 


Files Suit to Collect Damages 


Ce to collect damages from the Salt River 
Valley Water Users Association on the 
grounds it obtained abandonment of the pro- 
posed $18,912,000 Verde River Irrigation and 
Power District development was filed De- 
cember 26th in U. S. district court. The as- 
sociation is accused in the action of having 
worked to prevent the Verde district from ob- 


taining the Federal allocation for development 
of its lands. A district landowner filed the 
suit and asked $17,369.25 for damages alleged- 
ly suffered by him through the disruption of 
plans to develop the district lands which lie 
in Paradise valley. 

The suit is said to be regarded as a test case 
and, should the landowner be victorious, many 
others in the district will institute similar pro- 
ceedings. 


Arkansas 


Acquires Distribution System 


B*. a vote of 16 to 1, the Little Rock city 
council recently approved a resolution of- 
fering the sum of $3,850,000 to the Arkansas 
Water Co. for the purchase of the latter’s 
distribution system. 

The purchase money was intended to be 
made available from the PWA allotment of 
$7,074,500; and as soon as the money is 
paid, the city of Little Rock will take charge 
of the property. 

The company had previously demanded 
$3,990,000 for its property but agreed to 
accept the amount offered. 

The ‘deal is not closed, however, because 


PWA officials have pointed out that it was 
not the intention of Congress that Federal 
funds should be used for the purchase of a 
water system. 

There are some indications that to settle 
the situation, PWA will act as an inter- 
mediary to assist the city in obtaining an 
RFC loan, it is said. 


New Rates Ordered 


HE state department of public utilities last 
month issued an order directing the Okla- 
homa Gas and Electric Company to put into 
effect January 15th immediate and objective 
electric rate schedules in Fort Smith, Van 
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Buren, and other western Arkansas towns. 

The new rates were ordered into effect de- 
spite failure of the Fort Smith city commis- 
sion to approve them. The commission voted 
2 to 1 against endorsing the new rates, 
but the state regulatory body held that the 


existing rates gave “unreasonable preferences 
to certain customers,” and said the new rates 
“appear reasonably in accord with the prin- 
ciples and intent of our previous orders and 
to be for the mutual benefit of the public and 
the company.’ 


California 


Approves Rate Cut 


AT rate reduction schedule of the 
Los Angeles Gas and Electric Company, 
the Southern California Gas Company, and 
the Southern Counties Gas Company was ap- 
proved December 24th by the state railroad 
commission. The average reduction was said 
to be around 15 per cent on that portion of 
monthly bills in excess of $2 and up to $25. 
It was said the new schedule was designed to 
promote the use of natural gas for domestic 
purposes, particularly for automatically op- 
erated water heaters. 

The promotional technique in the new rates 
was regarded as something of an innovation. 
Fifteen per cent discount will be allowed on 
bills of all consumers using gas exclusively 
for the three main purposes of cooking, water 
heating, and house or building heating. This 
appears to be the first time any utility has 
offered a “three-use discount plan.” It was 
reported that the prospect of Boulder dam 
power in the Southern California utility field 
has generally stimulated keen competition be- 
tween gas and electric utilities in that local- 
ity. 

The annual benefit to gas consumers in 
the Los Angeles area was estimated at ap- 
proximately $1,250,000. The reduction was 


regarded as a good Christmas present even if 
the new schedule doesn’t go into effect until 
February 15th. 


Toll Rates Slashed 


| peers to readjust its long-distance rate 
scale, which would include reductions from 
12 per cent to as high as 65 per cent under 
the present schedules, and at the same time 
to incorporate new services, has been sought 
by the Pacific Telephone & Telegraph Com- 
pany in a petition filed with the state rail- 
road commission. 

Included in the proposal is a uniform sched- 
ule of rates for day and night long-distance 
service, commencing at a distance of 72 miles, 
for station-to-station calls within the state. 
Rate reductions range from 20 to 40 per cent. 


Water Plant Deal Fails 


Te $4,500,000 offer of the city of San 
Jose for the properties of the San Jose 
Water Company was flatly rejected last 
month. President Seymour Kittredge wrote 
City Manager C. B. Goodwin that the sum 
was “entirely inadequate.” It was said that 
the city would go ahead with plans for build- 
ing a municipal water system. 


District of Columbia 


Proposes Hydroelectric Plant 


Cy yp my construction of a hydroelec- 
tric plant at Great Falls on the Potomac 
river just above the city of Washington was 
proposed on Christmas day by Representative 
Rankin (D.) of Mississippi, co-author of the 
Tennessee Valley Authority act. 

Such a plant has been considered by private 


interests for several years with a view to sup- 
plying power to the national capital and near- 
by sections of Virginia and Maryland. 

It was thought likely that Representative 
Rankin would introduce a bill in the present 
session of Congress for such construction, but 
capital observers gave the proposal small 
chance for enactment in view of the low elec- 
tric rates already in force in Washington. 


Georgia 


funds were dashed by an announcement of 
Secretary Ickes December 26th that a $197,- 
000 PWA donation for part of the cost would 
tion of the Augusta canal with Federal be rescinded unless “a valid contract” was 
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submitted before January 15th. Secretary 

Ickes specifically disapproved the contract be- 
tween the city of Augusta, the Augusta Canal 
Commission, and the Georgia Power Compa- 
ny. PWA lawyers ‘eaaed that the contract, 
which called for purchase of $700,000 of bonds 
secured by canal revenues, was illegal under 
Georgia law and that a PWA grant based on 
such a contract would not be permitted under 
the Federal statute. 


Sometime ago, Clark Foreman, head of the 
PWA power division, had assured Mayor 
Richard E. Allen, Jr., that the grant could re- 
main “suspended” until President Roosevelt 
had received the report of the special com- 
mission investigating the proposed $17,500,000 
Clark’s Hill development on the Savannah 
river above Augusta. Secretary Ickes, how- 
ever, denied there was any connection between 
the two proposals. 


Indiana 


Utility Loses First Round 


HE Public Service Company of Indiana 
December 28th lost the first round of a 
court fight to block acquisition of its electric, 
water, and gas plants by the city of Aurora, 
which proposes to operate them as municipal 
utilities. Circuit Judge William D. Ricketts 
sustained a demurrer filed by the city to the 
Public Service Company’s suit attacking le- 
gality of the election at which the Aurora 
voters balloted in favor of taking over the 
utilities. 
The Public Service Company alleged the 
election was illegal because of noncompliance 


with the registration law and also because 
the ballots failed to list separately the proposi- 
tions for acquisition of the three utilities. 


To Buy Electric Plant 


A a special election held last month Boon- 
ville citizens voted to buy the electric 
light plant from the Southern Indiana Gas and 
Electric Company of Evansville. The plant 
was at one time municipally owned. 

A total of 1,703 votes out of a possible 2,300 
was cast, with 975 votes in favor and 728 
against. 


5 
Kentucky 


sion, Governor A. B. Chandler on December 
23rd witnessed the swearing in of two new 


New Commissioners Sworn In 


Protowrne up his general ouster order of 
the members of the public service commis- 


W. Cammack, Jr., and former 


members, J. 
C. W. Beckham, at Frankfort. 


Governor J. 


Maine 


New Commission Chairman 


J iis Frank E. Southard of the Augusta 
Bg ire a Court and state commander of 

American Legion was nominated chair- 
ol of the Maine Public Utilities Commis- 
sion December 20th by Governor Louis J. 
Brann. 

At the same time, the chief executive with- 
drew his November 12th nomination elevat- 
ing Commissioner Herbert W. Trafton of 
Fort Fairfield to chairman of the utilities 


commission to succeed Albert J. Stearns of 
Norway whose term expired in November. 
At the request of the nominee, the governor 
withdrew his nomination of Mayor Frederick 
G. Payne of Augusta to the utilities commis- 
sion to fill the —— third term of Com- 
missioner Trafton. Payne asked the governor 
to withdraw his nomination because he said 
he realized “the great amount of pressure and 
propaganda that is being forced upon you by 
certain lawyers and public utility companies 
to appoint a lawyer instead of a layman.” 


Massachusetts 


Governor’s Message to 
Legislature 


ie his message to the legislature, Governor 
Curley revealed that the reduction in resi- 


dential rates for electric power, which was 
put into operation in April, 1935, will repre- 
sent during the 12-month period a saving in 
excess of %2,000 000,000. The governor also de- 
clared that a special commission designated 
to perfect a sliding-scale arrangement is mak- 
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ing steady progress and he believed the com- 
mission’s work will ultimately lower rates in 
the future, while at the same time increasing 
consumption. On the basis of such findings, the 


governor recommended that the legislature 
authorize the department of public utilities to 
put into effect sliding-sca! rofit-sharing 
agreements similar to the Washington plan. 


Michigan 


Gas Agreement in Effect 


T= agreement between the city govern- 
ment and the Detroit City Gas Company 
became effective December 23rd when Judge 
Ira W. Jayne, of circuit court, issued the 
agreement in the form of a consent decree in 
the rate case. 
hile the agreement ostensibly is a com- 

promise settlement of the city’s suit against 
the gas company, in which the city charged 
the manufactured gas rates in Detroit are ex- 
orbitantly high, it actually is a pledge on the 
part of the gas company regarding rates and 
policies that are to prevail when the com- 
pany becomes a distributor of natural gas. 

The agreement limits the gas company to 
an annual base earning of $3,850,000. Ex- 
cess earnings up to $550,000 are to be divided 
equally between domestic gas consumers and 
company stockholders. Earnings beyond this 
point are to be split on the basis of 75 per cent 
to domestic gas consumers and 25 per cent to 
stockholders. 


Telephone Survey Completed 


SURVEY of city telephone costs in Detroit, 

made for the committee appointed by 
Mayor Couzens to study the advisability of in- 
stalling a pane city interdepartmental tele- 
phone exchange was completed last month. 
The survey showed that during the last five 
months of 1935, phone bills of all city rt- 
ments averaged $18,117 a month, or $217,404 
a year. 

Before an extensive phone survey three 
years ago, which resulted in the elimination 
of many lines, the city’s bill averaged more 
than $250,000 a year. 

Councilman Engel is urging the installation 
of a private interdepartmental exchange, esti- 
mating that such a. system would pay for it- 
self in eight years and cut the Michigan Bell 
Telephone Company bill in half. A saving of 
$100,000 a year on phone costs would be 
enough to enable the city to buy the city- 
county office building it has needed for years, 
Engel said. 


Minnesota 


Pass Rate Reduction Ordinance 


T= St. Paul city council December 31st 
unanimously approved an ordinance which 
provides a 7 per cent reduction in electric 
rates effective on bills rendered after January 


lst. The reduction is in the form of a cut of 
3 cents a room a month in the service charge. 
This decreases the service charge from 10 
to 7 cents a month. It was estimated that 
there would be an annual saving of $125,000 
to consumers affected. 


Missouri 


Transportation Proposal 
Enjoined 


Aw injunction by a lower state 
court prevented city officials of St. Louis 
frem proceeding with a special election to 
vote on proposals to have the city buy the 


local street car and bus systems for ,000,- 
000. Under the initiative proposals, the city 
would purchase and operate a mass transpor- 
tation system on a 5-cent fare basis. The pro- 
posals also provided for a special election on 


a $25,000,000 bond issue to purchase the sys- 
tem. An election would also be required for 
the former proposal and it was estimated the 
cost of the two elections would amount to 
about $215,000. 

The court was of the opinion that under 
the city charter a contractual ordinance can- 
not be enacted by the initiative at all. In- 
cidentally, the board of election commissioners 
and the city board of aldermen had already 
unanimously rejected the proposals, 
requested their withdra in order to save 
the expense of special elections. 
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Commission Makes Report 


| Bye geo data on electrical consumption 
and utility regulation are to be found in 
the second annual statistical report on utilities 
operating in Missouri, published recently by 
the state public service commission at Jeffer- 
son City. In the matter of regulation, the 
report states, the commission since its estab- 
lishment in 1913 has been instrumental in re- 
ducing rates for residential service from an av- 
erage of 8.70 cents a kilowatt hour to an aver- 
age of 4.27 cents in 1934. This is a reduction 
of 51 per cent. The total electric rate reduc- 
tions in Missouri from January 1, 1930, to 
December 31, 1934, according to the report, 
amounted to $4,870,332.56, and average of 
$974,064.51 for each year of the business de- 
pression. 

These reductions were authorized or re- 
quired by the commission. 


PWA Gas Plant Loan 


TE announcement from Washington on 
December 31st that Public Works Ad- 
ministrator Ickes had issued a loan and grant 
of $86,000 to the city of Fulton for the con- 
struction of a municipal natural gas distribu- 
tion plant came as a surprise to city officials, 
as the application had been made many 
months ago and all hope had been abandoned 
that the Federal government would aid in 
the project. 

The city had gone ahead with plans to 
erect the plant with funds to be derived from 
a bond issue of $80,000 which were just about 
ready to be carried into execution. None of 
the bonds had been sold, however, and the 
city had the choice of going ahead under ei- 
ther of the two plans. If Federal aid is ac- 
cepted only persons on relief can be used as 
laborers. 


Nebraska 


Lacks Authority over Rates 
A a conference on January 3rd, attended by 


100 representatives of private power com- 
panies, public power districts, and municipali- 
ties that operate power plants, the railway 
commission was told in plain terms by spokes- 
men for the two latter groups that it had no 
authority over the rates they make now or in 
the future to serve rural customers, and most 
of the commissioners withdrew from the meet- 
ing before it ended. 

Chairman Drake said under the recent state 
supreme court decision the commission felt 


it to be its duty to proceed to set rates. How 
far it can, will, or should go he could not say, 
but it would like to have technical information 
as to what should be included in rate bases. 
If there were any fields it should not enter, 
it would like to be advised. 

C. E. Beals, secretary of the League of Mu- 
nicipalities, said that body opposed the pro- 
posal to extend commission power of rate 
making to rural service from municipal plants, 
principally because of the expense of hearings, 
and largely because it is impossible for the 
commission to have the necessary knowledge 
about the special problems involved. 


New York 


Reduces Hospital Light Rate 


TS electric companies in the Consolidated 
Gas Company system on January 2nd filed 
with the public service commission new rates 
for charitable institutions and nonprofit-mak- 
ing voluntary hospitals supported by public 
subscription. Sixty institutions’ in the city of 
New York qualify for the new reduced rates, 
and it is expected that their savings will re- 
duce gross revenues to the electric companies 
$100,000 a year. 


Gubernatorial Message 


Pre ane Lehman, in his message to the 
legislature delivered January 1, 1936, 
pointed out that as a result of the comprehen- 


sive public utility program recommended in 
his messages to the legislatures of 1933 and 
1934, and then enacted, reductions in all util- 
ity rates made in New York by order of the 
state commission had amounted to over $23,- 
000,000 annually, with marked and widely 
beneficial effect. 

The governor suggested that in view of the 
fact that much of the new regulatory legisla- 
tion was now in the process of constitutional 
litigation in the state courts, the legislature 
should await outcome of such proceedings be- 
fore undertaking amendatory legislation. The 
governor did, however, recommend two new 
statutory changes: (1) Authority for the 
commission to establish by order, profit-shar- 
ing sliding-scale agreements; (2) the require- 
ment that each utility consumer should receive 
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the lowest rate paid by any consumer in his 
class. The governor generally suggested that 
statutory requirements as to relations between 


utility companies and their officers might be 
looked over with a view to tightening them 
up. 


Ohio 


Rate Reductions by the 
Commission 


i public utilities commission of Ohio 
has announced through Chairman E. J. 
Hopple that for the fourth quarter of 1935 
—October, November, and December—the 
utilities operating in Ohio had made reduc- 
tions in their rates which, upon the basis 
of the business for the previous twelve 
months will accord their consumers an an- 
nual reduction of $508,618.91, which, with 
reductions made during the first nine months 
of 1935, $2,535,558.81, amounts to a total for 
the year of $3,044, 177.72 for the benefit of 
customers. 

The commission’s forecast at the end of 
the third quarter that the annual savings 
would exceed three million dollars is ful- 
filled—the excess savings for the year over 
the forecast being $44,177.72. 

These reductions were negotiated by the 
commission without formal hearing or were 
voluntarily made by the operating utility com- 
panies. 

The annual amount of rate reductions made 
effective for all utilities subject to the com- 
mission’s jurisdiction, by years, either by an 
order of this commission, or made voluntar- 
ily or by negotiation, informal conference, 
compromise or acceptance of municipal or- 
dinances were reported as shown in the fol- 
lowing table: 


Water Natural Gas 
$5,323.39 $2,881,284.79 
14,474.22 229,191.57 

2,711,887.33 
289,577.57 


$8,111,941.26 


Heati 
and C: om 


Electric 
1932 $1,512,818.45 
1933 3,786,467.36 
1934 4,159,781.88 
1935 2,752,008.75 


Total $12,211,076.44 





Artificial Gas Pipe Line 
$57,100.00 $85,925.39 
49,123.18 77,742.27 
42,756.21 88,069.02 


1932 
1933 
1934 
1935 


Total 





$148,979.39 $251,736.68 


Messenger and 
Signaling Telegraph 


$118,936.40 


Telephone 1 
1932 
1933 
1934 
1935 


Total $12,002,202.92 


The total rate reductions of all of the utili- 
ties are as follows: 1932, $4,687,009.62; 1933, 
$6,398,500.15; 1934, $18, 758,736. 59; 1935, $3,- 
044, 177.72. The combined total for years 1932 
to 1935, inclusive, $32,888,624.08. 


1 Under Telephone Utilities Class A, B, and 
C only—D companies not listed. 


11,719,088.77 





Oregon 


the city’s council’s ordinance granting a 12- 
year franchise to the Pacific Telephone & 
Telegraph Company. He returned the ordi- 
nance with a veto message denouncing the 
telephone company’s action in opposing in 
court the rate reductions ordered by the pub- 


Power Survey 


NE of the measures to be voted on by the 
citizens of Portland at a special election 
to be held January 3lst, involves a special tax 
of $50,000 to finance appraisals of the prop- 
erty of the Northwestern Electric Company 
in anticipation of acquisition by the city. 
At a special election on February 26, 1937, 
the citizens will be asked whether they want 
to buy the property at the price fixed. 


Vetoes City Council’s Ordinance 


M°x Willis E. Mahoney of Klamath 
Falls last month announced his veto of 


lic utilities commissioner. The mayor said 
he would not approve any franchise until it 
complied with the order of the commissioner. 
The telephone company’s previous franchise 
expired in August. A new one was originally 
proposed to cover : 20-year period, 
fore it was passed by the council it was cut 
to twelve years, and certain other concessions 
were granted by the company. A 2 per cent 
franchise tax was provided in the proposed 
franchise. 
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Pennsylvania 


Protest Water Rates 


| =e plants, laundries, and other local 
establishments were represented in a unit- 
ed protest lodged with the Harrisburg city 
council recently against the proposed increase 
of 109 per cent in the water meter rates, 
which would make the cost 90 cents instead 
of 43 cents per thousand cubic feet of 7,500 
gallons. The gist of the complaint was that 
the proposed jump was too much at one time; 
that any sort of increase should be more 
gradual; that the larger consumers should 
be given the benefit of a graduated scale of 
prices, and that there could be no complaint 
if a reasonable increase is made after a 


scientific study of the water plant. The city 
council took the protest under advisement. 


Act Held Unconstitutional 


HE state authority act, which would en- 

able the commonwealth to sponsor public 
works projects, was held unconstitutional 
January 6th by the Pennsylvania Supreme 
Court because it would create a debt exceed- 
ing constitutional limitations. 

The opinion, by a 4 to 3 majority, granted 
an injunction against the operation of the act 
in a test case involving a proposed water- 
works near Selinsgrove. 


South Carolina 


REA Fund Granted State 


HE state rural electrification authority an- 

nounced late last month that it had re- 
ceived notification of Federal approval of an 
additional allotment of $565,100 for the con- 
struction of rural lines in the state. Mean- 
while, the administration awarded contracts 
on 19 projects under the previous allotment of 


The new allotment brought money alloted 
to the state so far to the total amount request- 
ed in the $1,107,000 program approved by the 
state authority. It was said that the allot- 
ments would enable the authority to build ap- 
proximately 1,000 miles of rural lines to ex- 
tend into “every county in the state.” 


Duke to Fight Project 


HE Duke Power Company on December 
24th announced its intention to resort to 
the courts in its fight against the Santee- 
Cooper power and navigation project, filing 
a formal protest with the public service au- 
thority. The Duke Power Company in mak- 
ing known its intention followed the lead of 
the Carolina Power and Light Company of 
Raleigh, N. C., which obtained a rule to 
show cause from Federal Judge Glenn why 
the project should not be constructed. 
Chairman Burnet R. Maybank, of the San- 
tee-Cooper Authority, announced the intention 
of the authority “to fight the court actions 
to the last ditch.” 


Texas 


“Post Card Referendum” 


oo Bell Telephone Company of- 
ficials December 26th announced, after the 
city had formally accepted their rate com- 
promise offer previously approved by a ma- 
jority of participants in a post card referen- 
dum among subscribers, that they would begin 
mailing rebate checks January 11th. 

The settlement was to become effective as 
soon as an order was entered in Federal 
court, ending nearly eight years of litigation 
which has cost the city $198,000 and the tele- 
phone company perhaps a similar amount. It 
calls for 25-cent monthly reduction on most 
telephone service and refund of that amount 
for ninety-two months, plus 6 per cent inter- 


est. Subscribers continuously since the first 
of April, 1928, will receive $27.50 each, it 
is reported. 

Besides the slight reduction in rates, the 
city under the compromise will be paid by the 
company a one per cent revenue tax approxi- 
mating $20,000 a year for three years, and 
thereafter a 2 per cent tax. It was estimated 
that the company would rebate $700,000 to 
subscribers. 


Second Vote on Light Plant 


ITIZENS of Wichita Falls will vote Feb- 
ruary 8th on the question of whether or 
not they will accept a PWA loan of $1,260.000 


216 





THE MARCH OF EVENTS 


and a grant of $490,000 from the Federal gov- 
ernment for the purpose of constructing a mu- 
nicipal electric light and power plant with 
only the light plant revenues pledged as se- 
curity. In a special meeting the city council 
on Christmas eve ordered this election after 
receiving word from Washington that a 
pledge of the water system revenues would 
not be required. 


The city early in December defeated a bond 
election on the same question but which in- 
cluded pledging the water revenues. The gov- 
ernment agreed to leave out the water revenue 
mortgage if the bonds were made payable 
over a 20-year period instead of fifteen years, 
and if the city agrees to give a 20-year fran- 
chise to the government in the event fore- 
closure becomes necessary. 


Washington 


President Favors Skagit Project 


RESIDENT Franklin D. Roosevelt has taken 

a personal interest in plans for building a 
modified Ruby dam in the Skagit power proj- 
ect, J. D. Ross, city light superintendent of 
Seatile amperes last month on his return from 
Washington, D. C. Mr. Ross, who has been 
a member of the Securities ‘and Exchange 
Commission since September, announced that 
he was “very hopeful” for early construction 
of the $13,500,000 project. Mr. Ross said he 
believed most of the obstacles which stood in 
the road for getting Federal funds for con- 
struction have been removed. 

Present plans for construction of the Ruby 
dam call for a Federal grant of $6,125,000 and 
allocation of Federal funds to complete the 
$13,500,000 necessary for the project. Ruby 


dam, which is to be built above the present 
Diablo dam, would furnish a reserve water 
supply for the Diablo power pl lant and would 
control flood waters of the Skagit during the 
spring. 

Mr. Ross said he would spend much of his 
time during his short stay in Seattle attempt- 
ing to work out plans by which City Light, 
aided by other communities, could purchase 
the Puget Sound Power & Light pany. 
He said: 

“T think it is the only solution in the prob- 
lem of competition between the two compa- 
nies. More than two million dollars a year is 
wasted through duplication of effort in King 
county. Purchase of the private power inter- 
ests would add $5,300, to the income of 
City Light, and the whole deal would mean 
cheaper rates.” 


West Virginia 


Rates Ordered Cut 


TS public service commission on Decem- 
ber 30th directed the Wheeling Electric 
Company to cut rates charged at Wheeling, 


Benwood, McMechen, Moundsville, Glendale, 
and West Liberty. The commission declared 
the rates, which go into effect February Ist, 
will result i in a saving of $195,000 a year to the 
company’s 20,000 consumers. 


Wisconsin 


Eases Rural Rules 


R® EQUESTED by the state public service com- 
mission to give two additional areas lib- 
eralized rural electrification rules like those 
in an experimental area, the Wisconsin Gas 
and Electric Company notified the commission 
late in December that it would give the lib- 
eralized rules effect throughout its entire ter- 


ritory in the southeastern part of Wisconsin. 
Under the liberalized plan, a farm customer 
will get electric service if he agrees to pay a 
minimum bill of $4 net monthly for three years 
or to pay in advance the estimated share he 
would bear of the cost of connection. This 
share would not be more than $150 in 
case. The plan will expire December 31, 1936, 
unless previously renewed by the company. 








The Latest Utility Rulings 





Lack of Remedy in State Justified Federal Court Injunction 


HE Johnson Act, designed to with- 

draw from the lower Federal 
courts rate cases originating before the 
tribunals of a state, does not arbitrarily 
exclude all cases of that nature from 
the Federal courts. It deprives them 
of jurisdiction based solely upon the 
ground of diversity of citizenship or re- 
pugnance of a rate order to the Fed- 
eral Constitution where such order (1) 
affects rates chargeable by a public util- 
ity, (2) does not interfere with inter- 
state commerce, and (3) has been made 
after reasonable notice and hearing, and 
where a plain, speedy, and efficient rem- 
edy may be had at law or in equity in 
the courts of the state. 

The United States Supreme Court 
sustained the jurisdiction of a Federal 
district court over a complaint against 
an order of the Oklahoma commission 
because it did not appear that a plain, 
speedy, and efficient remedy could be 
had at law or in equity in the courts 
of Oklahoma. The district court had 
found that it had been repeatedly held 


e 


by the state court that the reviewing 
power conferred upon it by the Consti- 
tution was legislative in character. Up- 
on the question whether any opportu- 
nity was afforded in the courts of the 
state for a judicial review of that order 
of the commission, the lower court 
found serious uncertainty because of 
“diametrically opposed decisions” of the 
state courts. 

An attempt was made to invoke the 
decision of the supreme court of Okla- 
homa in Oklahoma Cotton Ginners’ 
Asso. v. State, 76 Okla. App. Ct. Rep. 
324, but it was held to be unnecessary 
to analyze that decision or to attempt 
to determine its import in relation to 
subsequent litigation, as the decision 
was rendered after the immediate suit 
had been brought and the interlocutory 
injunction against the commission rate 
order had been granted. The jurisdic- 
tion of the district court had already 
attached prior to that decision. Cor- 
poration Commission et al.-v. Cary, 56 
S. Ct. 300. 


Connecticut Power Company Exempted from Public 
Utility Holding Company Act 


HE Securities and Exchange Com- 
mission, under the provisions of 
‘the Public Utility Holding Company 
Act of 1935, § 3 (a) (1), exempted the 
Connecticut Power Company and its 
subsidiary companies from all the pro- 
visions of such act otherwise applicable 
to the company as a holding company 
and to its subsidiary companies as such. 
The commission is required to ex- 
empt such companies, unless and except 
in so far as it finds the exemption det- 
rimental to the public interest or the 
interests of investors or consumers, if 
the holding company and every subsidi- 


ary company which is a public utility 
are predominantly intrastate in charac- 
ter and carry on their business substan- 
tially in a single state in which the hold- 
ing company and every such subsidiary 
company are organized. 

The commission found that the ap- 
plicant and its subsidiaries were all or- 
ganized under the laws of Connecticut 
and were engaged in manufacturing 
and selling electric energy and gas ex- 
clusively within the state of Connecti- 
cut. The commission said: 


It is clear that the business of the appli- 
cant and its subsidiary companies is not 


218 





THE LATEST UTILITY RULINGS 


merely “predominantly” intrastate in charac- 
ter, as prescribed by the exemption provision 
already quoted, but that it is exclusively so. 
The right of the applicant to exemption 
being made out in other respects, it remains 
to be considered whether there is a basis 
for finding that the granting of the exemp- 
tion would be detrimental to the public in- 
terest or the interest of investors or con- 
sumers. We find no such basis. 
Accordingly, an order granting exemp- 
tion will be issued. Section 3 (c) of the 
act gives the commission power to revoke 
this order if, at any time, it finds that the 
circumstances which gave rise to its issu- 
ance no longer exist. The order, however, 
will exempt the applicant only as a holding 


company and its subsidiaries only as such, 
so that the exemption will not extend to any 
provisions of the act applicable to persons 
or companies in some other capacity than 
that of a holding company or of subsidiaries 
of a holding company. Thus, this order will 
not exempt the applicant from those sec- 
tions of the act which apply to “any person,” 
or from any other provision of the act 
which may be applicable to the applicant in 
some capacity other than that of a holding 
company or to its subsidiaries in some capac- 
ity other than as subsidiaries of the appli- 
cant. 


Re Connecticut Power Co. (File No. 
31-1). 
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Gas Plant Explosion Drives Customers to Electric Service 


€.* service in the village of Marke- 
san, Wisconsin, was actually aban- 
doned last April when the plant was 
destroyed by an explosion. Permission 
“to formally abandon” gas service in 
the village was granted last month when 
the company showed that its gas serv- 
ice had been unprofitable and that the 
substitution of electric service was not 
unduly burdensome to former gas cus- 
tomers. 

The destroyed plant was of the bu- 
tane-air type, which was termed by the 
commission “clearly uneconomic for a 
community of this size.” There were 


said to be dealers selling bottled gas 
service in the community, and an analy- 
sis of costs showed that bills for elec- 
tric service were approximately the 
same as the cost of bottled gas pur- 
chased by individuals. 

Following the explosion the power 
company loaned electric hot plates to its 
gas customers and embarked on a cam- 
paign to substitute electric service. Elec- 
tric cooking and water heating equip- 
ment was exchanged for equivalent gas 
equipment without cost to the customers. 
Re Wisconsin Power & Light Co. 
(2-U-898). 
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Wisconsin Commission Establishes Deposit and 
Disconnect Rules 


A= an investigation and hearing, 
at which public utility companies 
in Wisconsin were represented general- 
ly, the state commission established 
rules relating to deposits and guaran- 
ties and disconnection of service for 
nonpayment. The purpose was said to 
be the establishment of a reasonable 
basis for standardizing rules, although 
utilities might establish uniform non- 
discriminatory rules and practices more 
favorable to its customers than those 
set forth by the commission. The spe- 
cific principles upon which the rules and 
procedure were based were as follows: 


1. A utility may require a deposit or 
guaranty from any customer whose credit is 
not satisfactorily established with the utility. 
Such deposit is io bear interest at the rate 
of 5 per cent per annum. 

2. It is not mandatory that a utility accept 
a guaranty in lieu of a cash deposit, but the 
commission will consider the furnishing of a 
bond by any reputable bonding firm as the 
equivalent of a cash deposit. 

3. Service may not be refused to a present 
or prospective customer because of a delin- 
quent bill of a previous occupant of the 
premises. 

4. Service may not be refused because of 
the delinquency of a customer in paying for 
merchandise purchased from the utility. 


5. Service may not be denied because of 
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the customer’s failure to pay for another 
utility service furnished by the same com- 
pany. 

6. Service may not be denied at one loca- 
tion because of the customer’s failure to pay 
a bill at a previous location. 

7. Service may not be denied at the same 
location to a customer who has paid the cur- 
rent bill but who has some old delinquent 
bills still owing to the company. 

8. Service may be denied if a customer's 
current bill for service is not paid within 
a reasonable period set forth in the util- 
ity’s disconnect rules. For utilities billing 


monthly in arrears this would include one 
month’s service for which a bill had been 
rendered plus the unbilled service rendered 
between the last meter reading and the date 
upon which the disconnect rule would be- 
come operative. 

9. Service may be denied to any customer 
who fails to comply with reasonable re- 
quirements of the company for deposits or 
guaranties. 


Re Standard Guarantee and Deposit 
110). and Disconnect Procedure (2-U- 
110). 
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Extension of Maturity Date of Unapproved Bond 


HE Pennsylvania commission re- 
fused to place its sanction upon a 
continuance of the life of a bond by 
approving the extension of its maturity 
date. The bond was held by an inter- 
mediate holding company which had 
acquired it from the parent company. 
Before the commission had jurisdic- 
tion over the issuance of securities, the 
operating company in 1930 issued the 
bond to its parent company at 90 per 
cent of par. The proceeds of the sale 
were used partly to retire preferred 
stock and partly for fixed capital im- 
provements. The commission said that 
undoubtedly had the matter come be- 
fore the commission for its approval 
the issuance of the bond for the pur- 
pose of retiring stock would have been 
refused. 

The commission observed that re- 
gardless of whether or not approval of 
the extension were granted, no fore- 
closure was likely to result, inasmuch 
as the present holder of the bond was 
also the present owner of all of the 


operating company’s stock. The com- 
mission was also aware that if the hold- 
er of the bond did not foreclose, it was, 
under the law, entitled to collect 6 per 
cent interest per annum upon the ma- 
tured obligation. 

On the other hand, the commission 
said, although this security was of a 
type which might be negotiated to the 
public, such negotiation should be pre- 
vented if possible. The ratio of the 
principal amount of the bond to the 
aggregate proven original cost of the 
company’s property was in excess of 
75 per cent. The commission con- 
tinued : 

We think that if the face of this bond 
shows that it is overdue, as it does at pres- 
ent, the negotiation of the security to an in- 
nocent purchaser will be very difficult. As 
stated before, this commission would not 
have approved the initial issuance of this 
security, and it will not now place its sanc- 
= upon a continuance of that security’s 
ife. 

Re Morris Water Co. (Securities Dock- 
et No. 134). 
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Sliding-scale Arrangement Approved for Gas Utility 


SLIDING-SCALE arrangement permit- 

ted by the Public Utilities Act 
of the District of Columbia was ap- 
proved by the District commission for 
the Washington Gaslight Company and 
the Georgetown Gaslight Company. A 
pending rate case, the commission held, 


should not be discontinued and dis- 
missed but should be suspended indef- 
initely. 

The commission fixed an initial rate 
base, allowed a primary rate of return 
of 64 per cent per annum, provided that 
accruals to retirement reserves should 
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be determined on the basis of a per- 
centage of the rate base and that in- 
terest on the reserves should be cred- 
ited to accruals, and required that the 
allocation of property should be accord- 
ing to actual use as between service 
within the District and service outside. 
Revenues and operating expenses were 
required to be allocated on the basis of 
actual use. 

Rules were established for deter- 
mination of the rate base with provi- 
sions as to net additions and better- 
ments and other adjustmerits. The 
commission provided that, after deter- 
mining the rate base as of the adjust- 
ment date and the net amount available 
for return for a test year, this net 
amount should be divided by the rate 
base to secure the percentage of re- 
turn. If such percentage should be 
found to be above 64 per cent and less 
than 74 per cent, the amount available 
for decrease of rates should be one half 
of the net amount available for return 
above 64 per cent, with the further pro- 
vision : 

If the percentage of return is 73 per 


centum or more and less than 84 per centum, 
the amount available for decrease of rates 
shall be one half of one per centum of the 
rate base, in addition to 2 of the net amount 
available for return above 74 per centum 
of the rate base; if the percentage of re- 
turn is 84 per centum or more the amount 
available for decrease of rates shall be 12 
per centum of the rate base, in addition to 
# of the net amount available for return 
above 84 per centum of the rate base. 

If the percentage of return is less than 64 
per centum but more than 6 per centum no 
change in rates shall be made until the said 
condition has continued for two consecutive 
test years, in which event, the amount avail- 
able for increase of rates shall be the differ- 
ence between the net amount available for 
return in the immediately preceding test 
year and 64 per centum of the rate base; if 
the percentage of return is 6 per centum or 
less but more than 53 per centum the amount 
available for increase of rates shall be 2? of 
the difference between the net amount avail- 
able for return and 63 per centum of the 
rate base; if the percentage of return is 54 
per centum or less, the amount available for 
increase of rates shall be § of the difference 
between the net amount available for re- 
turn and 6% per centum of the rate base. 


Re Washington Gas Light Co. et al. 


(Formal Case No. 255, Order No. 
1458). 
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Discrimination in Permitting Submetering 


RULE of an electric utility company 

was held to be unduly preferential 
and unjustly discriminatory where it 
prohibited submetering except where 
the customer operates a bungalow col- 
ony or an amusement park on private 
property and in such operation has con- 
structed and maintained distribution 
lines through private streets or ways 
upon such property to the various oc- 
cupants. The New York commission 
declared : 

We can see no basis for a distinction be- 
tween a private owner who provides dis- 
tribution lines on his property where the 
lines run vertically to the various apart- 
ments in a building and a property owner 
who provides lines located horizontally on 
private property. The mere fact that a 


bungalow colony consists of separate dwell- 
ings and that in an apartment house the 
dwellings are closely bound together in one 
structure represents no essential difference 
in principle. The fact that in one case 
wires are located in ducts in a private build- 
ing and in another case they are located up- 
on poles is no ground for differentiation. 
The fact that property is used for amuse- 
ment purposes as distinguished from resi- 
dential purposes is no ground for separate 
treatment. Indeed, the distinction seems 
wholly artificial and not based upon any 
reasonable or just differentiation. If a 
company allows bungalow colonies and 
amusement parks to submeter and resell 
current, it must also allow owners of apart- 
ment dwellings and other private property 
to submeter and resell. 


Academy Housing Corp. v. Bronx Gas 
& Electric Co. (Case No. 8508). 
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